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Pg. 1204 Form Regarding Automatic Effec- 
tiveness of Registration Statements 
Filed Under the Securities Act of 
1933 by Certain Unit Investment 
Trusts [File No. S7-909—Comment 
Period Expires December 21, 
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SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 6356/October 20, 1981 


17 CFR Parts 230 and 239 


Automatic Effectiveness of Registration State- 
ments Filed Under the Securities Act of 1933 by 
Certain Unit Investment Trusts 


ACTION: Proposed rule and amendments to form. 


SUMMARY: The Commission is proposing for 
comment a rule and related amendments to the 
registration statement form for securities offered 
by unit investment trusts to permit registration 
statements filed by certain unit investment trusts 
investing in debt securities to become effective au- 
tomatically on a date and at a time designated by 
the registrant, if certain conditions are met. Auto- 
matic effectiveness would be available for a regis- 
tration statement filed with respect to the securi- 
ties of a new series of a trust, if the registrant 
represented that the registration statement being 
filed did not differ in any material respect from the 
registration statement of at least one specifically 
identified previous series of the trust, except to the 
extent such differences were necessary to identify 
the specific portfolio securities of, and to provide 
essential financial information for, the series being 
registered. The Commission is taking this action to 
eliminate review of registration statements of unit 
investment trust series that differ from one another 
only with respect to the specific aspects of the 
composition of the portfolio, and thus do not pre- 
sent disclosure issues that require staff review and 
comment prior to the effectiveness of the registra- 
tion statement. 
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DATE: Comments must be received on or before 
December 21, 1981. 


ADDRESS: Comments should be submitted in trip- 
licate to George A. Fitzsimmons, Secretary, Secu- 
rities and Exchange Commission, 500 North Capi- 
tol Street, Washington, D.C. 20549, and should 
refer to File No. S7-909. All comments received 
will be available for public inspection and copying 
in the Commission's Public Reference Room, 
1100 L Street, N.W., Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: 
Kathleen A. Jackson, Special Counsel, (202) 
272-2115, or Sandra Molley, Law Clerk, (202) 
272-2033, Division of Investment Management, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Com- 
mission is proposing for public comment new rule 
475b [17 CFR 230.475b] under the Securities Act 
of 1933 [15 U.S.C. 77a et seq.] (“1933 Act’) and 
related amendments to Form S-6 under the 1933 
Act [17 CFR 239.16]. Under the proposed rule, 
certain 1933 Act registration statements offering 
securities of unit investment trusts investing gen- 
erally in debt obligations would become effective 
automatically, without affirmative action by the 
Commission or its staff. Specifically, eligible unit 
investment trusts that issued securities in series 
would be permitted to designate the date and time 
of effectiveness of a 1933 Act registration state- 
ment filed with respect to a series of such trust, if 
the registrant complied with certain conditions and 
made certain representations. In order for a regis- 
tration statement to be eligible for automatic ef- 
fectiveness, the registrant would have to identify a 
previous series of the trust for which the effective 
date of the registration statement had been deter- 
mined by the Commission or its staff, and repre- 
sent (a) that the securities deposited in the series 
being registered did not differ materially in type or 
quality from those deposited in such previous 
series and (b) that the registration statement of the 
new series did not contain disclosures that differed 
in any material respect from those of such previ- 
ous series, except to the extent necessary to iden- 
tify the specific portfolio securities deposited in, 
and to provide essential financial information for, 
the new series. The registrant would also have to 
represent that it had complied with rule 460 [17 
CFR 230.460] under the 1933 Act, relating to cir- 
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culation of a preliminary prospectus. In addition, if 
the registration statement of the new series had 
been prepared or reviewed by counsel, such coun- 
sel would have to represent that the registration 
statement did not contain disclosures that would 
render it ineligible for automatic effectiveness. 
Rule 475b would also permit the Commission to 
suspend the ability of a unit investment trust to 
designate the date and time of automatic effec- 
tiveness with respect to any registration statement 
that had been filed but had not yet become effec- 
tive, as well as with respect to any future registra- 
tion statement, if the Commission found that a reg- 
istration statement filed under the rule was 
incomplete or inaccurate in any material respect or 
that the registrant had not complied with the provi- 
sions of the rule. The proposed amendments to 
Form S-6 would provide a format for registrants to 
make the repesentations required for effective- 
ness under the rule. 


If the proposed rule and form amendments are 
adopted, the Commission will adopt and amend- 
ment to its Rules of Organization and Program 
Management [17 CFR 200.1 et seq.] delegating to 
the staff the authority to suspend the operation of 
the automatic effectiveness provisions of the rule 
under the circumstances described above. 


The proposed rule has been designated 475b for 
purposes of this release. However, it is contem- 
plated that regulation C under the 1933 Act, of 
which the proposed rule would be a part, may be 
revised during the interim between the new rule’s 
proposal and adoption. Should this revision be ef- 
fected, the designation of the proposed rule may 
be changed if and when it is adopted. 


BACKGROUND 


In fiscal year 1980, approximately 75 percent of 
the registration statements filed under section 8(a) 
of the 1933 Act [15 U.S.C. 77h(a)] by investment 
companies related to series of unit investment 
trusts. The organization of these trusts differs from 
that of other investment companies in that these 
trusts do not issue interests in a managed portfolio 
of securities but instead, issue interests (called 
“units’”) in a portfolio of securities that is fixed at 
inception. Each new series of units issued by the 
trust has a different portfolio, and a purchaser of 
units in a particular series looks only to that series 


s for his investment return. Each series files a sepa- 
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rate registration statement that becomes effective 
pursuant to section 8(a) of the 1933 Act; however, 
only the trust (and not each series of units) is reg- 
istered under the Investment Company Act of 
1940 [15 U.S.C. 80a-1 et seq.] (“1940 Act”). In 
addition, a registéred unit investment trust may is- 
sue several different types of series, which vary 
from one another in terms of the types of securi- 
ties, the frequency and type of distributions to 
unitholders, and the duration of the series.’ Typi- 
cally, however, even where a trust issues several 
different types of series, most new series invest in 
securities that are comparable in type and quality 
to those invested in by at least some previous 
series. Therefore, usually the only difference be- 
tween “follow-on” series and earlier ones is in the 
specific composition of the portfolio and, as a re- 
sult, the essential financial information provided 
about the series, such as the anticipated rate of 
return. Because of these similarities, the proc- 
essing of follow-on series’ registration statements 
under the 1933 Act is generally routine. The defin- 
itive prospectus of a preceding series, marked to 
show any changes (which are usually minor), is 
used as the preliminary prospectus of a new 
series, and the registration statement for the 
series is usually declared effective within a short 
time after it is filed. Nevertheless, the overall proc- 
ess of reviewing these registration statements has 
become burdensome to the staff, given the large 
number of these filings and the disruptions to oth- 
er work in progress arising from the desire of 
sponsors to bring new series to market on short 
notice. Moreover, in some cases the review proc- 
ess might complicate the planning of sponsors of 
unit investment trusts. To the extent that the re- 
view of “follow-on” series thus imposes a burden 
on sponsors of unit investment trusts, that burden 
would seem unjustified in view of the usual ab- 
sence of substantive issues arising in the course 
of such review. 


In light of the above, and in view of the increasing 
demands on the Commission’s limited staff re- 





1For example, one registered unit investment trust 
investing in corporate debt obligations has issued 
series specializing in, inter alia, six-month certifi- 
cates of deposit, long-term bonds, and preferred 
stock. Subsequent series within each particular 
type—i.e., those that differ from previous series 
only in their specific portfolio securities—will be 
referred to in this release as “follow-on” series. 
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sources, it appears to the Commission that in cer- 
tain circumstances registration statements of unit 
investment trust series should be permitted to be- 
come effective without prior staff review. Accord- 
ingly, the Commission is proposing rule 475b to 
permit registration statements of certain unit in- 
vestment trust to become effective on a date and 
at a time designated by the registrant, if certain 
conditions are met. 


It should be noted that certain conditions of pro- 
posed rule 475b are modeled upon rule 465 under 
the 1933 Act, which was adopted in August, 
1980.2 Rule 465 permits post-effective amend- 
ments to 1933 Act registration statements filed by 
open-end management investment companies 
(the type commonly known as “mutual funds’’) and 
unit investment trusts, except registered insurance 
company separate accounts as defined in section 
2(a)(37) of the 1940 Act [15 U.S.C. 80a—2(a)(37)], 
to become effective automatically, without affirma- 
tive action by the Commission or its staff. Under 
rule 465(b), certain post-effective amendments, 
including those that are filed to bring the financial 
statements in a registrant's prospectus up to date 
pursuant to section 10(a)(3) of the 1933 Act [15 
U.S.C. 77j(a)(3)]* (“annual updating amend- 
ments’), may become effective immediately upon 
filing or on a date chosen by the registrant within 
twenty days after the date of filing. To be eligible 
for such automatic effectiveness, the registrant 
must represent, among other things, that no mate- 
rial event requiring disclosure in the prospectus 
has occurred since the effective date of its regis- 
tration statement or most recent post-effective 





2Securities Act Release No. 6229, August 25, 
1980 [45 FR 57702, Aug. 29, 1980]. 


3Section 10(a)(3) of the 1933 Act provides that, 
“when a prospectus is used more than nine 
months after the effective date of the registration 
statement, the information contained therein shall 
be as of a date not more than sixteen months prior 
to such use.” Pursuant to section 24(e)(3) of the 
1940 Act [15 U.S.C. 80a-—24(e)(3)], any prospec- 
tus relating to a redeemable security issued by an 
investment company that is updated to meet the 
requirements of section 10(a)(3) must be filed as a 
post-effective amendment to the issuer's registra- 
tion statement. 
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amendment thereto.* Furthermore, if the post- 
effective amendment was prepared or reviewed by 
counsel, such counsel must furnish a written rep- 
resentation that the amendment does not contain 
disclosures that would render it ineligible for auto- 
matic effectiveness. 


Registration statements for units of follow-on 
series of unit investment trust bond funds cannot 
become effective pursuant to rule 465 because 
they are filed as initial registration statements, the 
effectiveness of which is governed by section 8(a) 
of the 1933 Act [15 U.S.C. 77h(a)], rather than as 
post-effective amendments governed by section 
8(c) [15 U.S.C. 77h(c)]. Nevertheless, it appears 
to the Commission that it would be appropriate to 
accord most of these registration statements treat- 
ment similar to that provided post-effective 
amendments filed for purposes of section 10(a)(3) 
of the 1933 Act that are eligible for immediate ef- 
fectiveness. Like those annual updating amend- 
ments, registration statements for series of unit in- 
vestment trust bond funds may vary only with 
respect to the financial information provided about 
each series. The operation of the trust and the 
rights of the unitholder usually remain the same 
throughout all the series. Accordingly, once the 
initial series of a particular type has been made ef- 
fective and its pattern of operations established, 
there does not appear to be a compelling need for 
the Commission or the staff to review the disclo- 
sure for follow-on series that have portfolio securi- 





4The Commission has recently proposed amend- 
ments to rule 465 to provide that, under certain 
conditions, the filing of a post-effective amend- 
ment containing a prospectus during the pendency 
of a prior post-effective amendment relating to the 
same prospectus would not prevent the prior 
amendment from becoming effective automatically 
(Securities Act Release No. 6327, July 8, 1981) 
[46 FR 36195, July 14, 1981]. If these amend- 
ments are adopted, the registrant would be re- 
quired to represent that no material event 
requiring disclosure in the prospectus had 
occurred since the latest of three dates: the effec- 
tive date of its registration statement; the effective 
date of its most recent post-effective amendment 
to its registration statement which includes a pro- 
spectus; or the filing date of a post-effective 
amendment which had been filed but had not yet 
become effective. 
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ties of substantially the same type and quality as 
those of earlier series. 


PROPOSED RULE AND RELATED 
AMENDMENTS 


The proposed rule provides that certain registra- 
tion statements filed under the 1933 Act in con- 
nection with the offering of series of registered unit 
investment trusts may become effective automati- 
cally without staff review, if the conditions 
specified in paragraph (b) of the proposed rule are 
met. Paragraph (a)(1) of the rule would authorize 
the registrant to designate the date and time of ef- 
fectiveness of the registration statement in either 
the registration statement or any pre-effective 
amendment thereto. Paragraph (a)(2) of the pro- 
posed rule provides that a pre-effective amend- 
ment to a registration statement filed pursuant to 
the rule would be deemed to be filed with the 
consent of the Commission and, accordingly, 
would be treated as part of the registration state- 
ment. 


Paragraph (b) of the proposed rule lists several 
conditions to the availability of automatic effective- 
ness. One of these conditions is that the unit in- 
vestment trust be of the type commonly known as 
a ‘“‘bond fund.” Specifically, under paragraph 
(b)(1) of the rule, the issuer of the units for which 
the registration statement was being filed would 
have to be engaged exclusively in the business of 
investing in “eligible trust securities” as defined in 
rule 14a-3 under the 1940 Act [17 CFR 
270.14a-3]. Such eligible trust securities include 
the following: 1) securities, other than convertible 
securities, issued by a corporation which have 
their interest or dividend rate fixed at the time they 
are issued; 2) interest-bearing obligations issued 
by a state or by any agency, instrumentality, au- 
thority or political subdivision thereof; 3) govern- 
ment securities; and 4) under the circumstances 
set forth in paragraphs (b)(4)(i)—(vi) of rule 14a-3, 
units of a previously issued series of the trust.5 





Paragraph (b)(3) would require the registrant to 
identify a previous series of the trust, for which the 
effective date of the registration statement had 
been determined by the Commission or its staff, 
and to make representations to the effect that the 
series being registered and the specifically 
identified previous series did not differ materially 
in manner of operation or in type of portfolio secu- 
rities. Specifically, paragraph (b)(3)(i) would re- 
quire the registrant to represent that the portfolio 
securities deposited in the series being registered 
did not differ materially in type or quality from 
those deposited in such previous series. Under 
this provision, the securities in the portfolio of the 
new series would have to resemble closely, in 
terms of the type of issuer, risk factors, the length 
of time to maturity, and the ratings of the obliga- 








5Paragraph (b)(4) of Rule 14a-3 under the 1940 
Act provides that units of previously issued series 
of a unit investment trust may be considered eligi- 
ble trust securities under the following circum- 
stances: 


(i) the aggregate principal amount of 
units of existing series so deposited 
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shall not exceed 10% of the aggregate 
principal amount of the portfolio of the 
new series; 


(ii) the aggregate principal amount of 
units of any particular existing series so 
deposited shall not exceed 5% of the 
aggregate principal amount of the port- 
folio of the new series; 


(iii) no units shall be so deposited which 
do not substantially meet investment 
quality criteria at least as high as those 
applicable to the new series in which 
such units are deposited; 


(iv) the value of the eligible trust securi- 
ties underlying units of an existing 
series deposited in a new series shall 
not, by reason of maturity of such secu- 
rities according to their terms within ten 
years following the. date of deposit, be 
reduced sufficiently for such existing 
series to the voluntarily terminated; 


(v) units of existing series so deposited 
shall constitute units purchased by the 
sponsor as market maker and not re- 
maining unsold units from the original 
distribution of such units; and 


(vi) the sponsor shall deposit units of ex- 
isting series in the new series without a 
sales charge. 
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tions, if any, those in the portfolio of the previous 
series identified by the registrant. 


Under paragraph (b)(3)(ii), the registrant would 
also be required to represent that the disclosures 
contained in the registration statement for the new 
series did not differ in any material respect from 
those contained in the registration statement for 
the previous series identified by the registrant, ex- 
cept to the extent necessary to identify the specific 
securities deposited in, and to provide essential fi- 
nancial information for, the new series. Under this 
provision, the disclosure concerning the respec- 
tive yields offered by the two series could vary sig- 
nificantly. However, if changes in the operation of 
the trust (such as changes in the rights of unit- 
holders or the fees charged by the trust’s sponsor) 
required new prospectus disclosure, in most in- 
stances it would be inappropriate for the registrant 
to make the representation required by paragraph 
(b)(3)(ii) and, thus, for the new registration state- 
ment to become effective automatically under the 
rule. Similarly, automatic effectiveness under the 
proposed rule would not be warranted if the risks 
associated with the securities contained in the 
portfolio of the new series were sufficiently differ- 
ent from those associated with the securities held 
by the previous series of the trust that new and 
material risk-related disclosure would be appropri- 
ate. New registration statements that were not el- 
igible for filing pursuant to the proposed rule, ei- 
ther because there had been material changes in 
disclosure or for any other reason, would continue 
to be reviewed and, where necessary, to be the 
subject of staff comments in advance of effective- 
ness in accordance with existing procedures es- 
tablished under section 8(a) of the 1933 Act. 





Some examples of circumstances in which new 
and material risk disclosure might be warranted 
are the following: 1) the portfolio of the new series 
contained securities purchased on a when-issued 
or delayed delivery basis but the portfolios of pre- 
vious series did not; 2) the portfolio of the new 
series contained securities 40% or more of which 
were issued by foreign issuers while the portfolios 
of previous series were composed of less than 
40% foreign-issued securities; 3) both the portfolio 
of the new series and that of a previous series 
contained securities issued by a particular city, but 
in the interval between the filing of the respective 
registration statements, it became known that the 
city was in financial difficulty. 
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In addition to the representations required by par- 
agraph (b)(3) with respect to the relationship of the 
follow-on series to that of the identified previous 
series, under paragraph (b)(4) of the rule the reg- 
istrant would have to represent that it had com- 
plied with rule 460 under the 1933 Act [17 CFR 
230.460] relating to the distribution of preliminary 
prospectuses.’ This provision is intended to help 
insure satisfaction of the standards of section 8(a) 
of the 1933 Act relating to registration statements 
becoming effective other than by lapse of time. In 
addition to the representations required of the reg- 
istrant, if the registration statement or any pre- 
effective amendment thereto was prepared or re- 
viewed by counsel, under paragraph (b)(6) of the 
proposed rule such counsel would be required to 
provide a written representation to the effect that 
the registration statement or pre-effective amend- 
ment thereto did not contain disclosures which 
would render such filing ineligible for automatic ef- 
fectiveness. Under paragraph (b)(5) of the pro- 
posed rule, all of the representations required from 
the registrant for automatic effectiveness would be 
made on the signature page of either the registra- 
tion statement or the pre-effective amendment 
thereto. The representation of counsel, when re- 
quired, would be furnished as a letter accompa- 
nying the filing. 





7Rule 460 provides, inter alia, that pursuant to the 
statutory requirements of Section 8(a) of the 1933 
Act, in ruling upon requests for the acceleration of 
the effective date of registration statements, the 
Commission will consider whether issuers have 
taken reasonable steps to make the information 
contained in the registration statement conven- 
iently available to those who it is anticipated will 
participate in the distribution of the security. The 
rule further provides that, at a minimum, each 
dealer and underwriter should receive, a reason- 
able time in advance of the anticipated effective 
date of the registration statement, a sufficient 
number of copies of the preliminary prospectus 
permitted by rule 433 under the 1933 Act [17 CFR 
230.433] to assure adequate distribution of the 
preliminary prospectus. These provisions would 
be unchanged by the proposed revision of Regula- 
tion C under the 1933 Act [17 CFR 230.400 
through 230.494] proposed in Securities Act Re- 
lease No. 6333 (August 6, 1981) [46 FR 41971, 
August 8, 1981]. 
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Paragraph (c)(1) of the proposed rule provides 
that the Commission may suspend the operation 
of the automatic effectiveness provisions of the 
proposed rule under certain circumstances speci- 
fied in paragraph (c)(2). Paragraph (c)(2) provides 
that the ability of a particular unit investment trust 
to designate the time of effectiveness of 1933 Act 
registration statements of its series may be sus- 
pended where it appears to the Commission that: 
1) any registration statement containing a desig- 
nation pursuant to the rule is incomplete or inac- 
curate in any material respect, whether or not such 
registration statement has become effective; or 2) 
with respect to such registration statement, the 
registrant has not complied with any of the condi- 
tions set forth in paragraph (b) of the rule. A sus- 
pension would apply to any registration statement 
relating to any series of the trust that had been 
filed but had not, at the time of such suspension, 
become effective, and also to any registration 
statement with respect to series filed after the date 
of the suspension. 


A suspension would apply only to the registrant's 
ability to designate the date and time of effective- 
ness pursuant to paragraph (a) of the proposed 
rule. The suspension would become effective as of 
the time that the Commission furnished written no- 
tice thereof to the sponsor of the unit investment 
trust, and would remain in effect until such time as 
the Commission furnished written notice to the 
sponsor that the suspension had been terminated. 
Once the ability to designate a date and time of ef- 
fectiveness had been suspended, any registration 
statement that had been filed by the trust but 
which had not, at the time of the suspension, be- 
come effective, and any subsequently filed regis- 
tration statement relating to a series of the trust, 
would become effective in accordance with the ex- 
isting procedures under section 8(a) of the 1933 
Act. The staff would review and comment on a 
registration statement filed by such a trust in the 
normal manner notwithstanding such suspension. 


Should the operation of paragraph (a) of the pro- 
posed rule be suspended with respect to registra- 
tion statements for series of a unit investment 
trust, the registrant, at any time, would be entitled 
to file a petition for review of the suspension. Such 
a petition for review, which could be in the form of 
a letter or other statement, would have to set forth 
with particularity the facts upon which the petition- 
er relied. If the registrant so requested in its peti- 


S tion, an opportunity would be provided for presen- 
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tation of all material facts at a hearing on the 
matter. The purpose of the hearing would be to 
develop a record, for the Commission’s considera- 
tion of the matter, on the question of whether sus- 
pension of the operation of the automatic effec- 
tiveness provision was in the public interest and 
required for the protection of investors. 


If rule 475b is adopted, the staff will not prepare 
notifications of effectiveness for registration state- 
ments that became effective automatically under 
the rule. Registrants would have to take into ac- 
count whatever time might be required for the reg- 
istration statement or pre-effective amendment to 
be delivered to the Commission, and take care 
that the date and time specified for effectiveness 
was not earlier than the date and time of filing. 
Rule 456 under the 1933 Act [17 CFR 230.456] 
states that the date on which any papers are actu- 
ally received by the Commission shall be the date 
of filing. Of course, notwithstanding any designa- 
tion by the registrant, a registration statement may 
not become effective until it is filed with the Com- 
mission. 


To facilitate implementation of the proposed rule, 
it is proposed to amend the facing sheet and sig- 
nature page of Form S-6, the registration state- 
ment under the 1933 Act for securities of unit in- 
vestment trusts. The facing sheet would be 
amended to provide a format for registrants to 
make the designation required by paragraph (a)(1) 
of Rule 475b as a condition to effectiveness under 
the rule. Similarly, the signature page would be 
amended to provide a format for registrants to 
make the representations required by paragraphs 
(b)(3) and (b)(4) of the proposed rule. 


Registrants are reminded that, regardless of 
whether the proposed rule is adopted, the statuto- 
ry burden of full disclosure is on the issuer, it affili- 
ates, its underwriter, its accountants and others 
responsible for the filing. As a matter of law, this 
burden cannot be shifted to the Commission or its 
staff. To monitor compliance with these statutory 
responsibilities, if the proposed rule is adopted the 
Commission staff will undertake a program of 
spot-checking registration statements and pre- 
effective amendments filed under the rule. 


REGULATORY FLEXIBILITY ACT 
CERTIFICATION 


Pursuant to section 605(b) of the Regulatory Flexi- 
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bility Act, 5 U.S.C. 605(b), the Chairman of the 
Commission has certified that the rule and form 
amendments proposed herein will not, if promul- 
gated, have a significant economic impact on a 
substantial number of small entities. This certifica- 
tion, including the reasons therefor, is attached to 
the release. 


TEXT OF THE PROPOSED RULE AND 
AMENDMENTS TO FORM S-6 


|. It is proposed to amend Part 230 of Chapter II 
of Title 17 of the Code of Federal Regulations 
by adding a new §230.475b as follows: 


PART 230—GENERAL RULES AND REGULA- 
TIONS, SECURITIES ACT OF 1933 


§230.475b Effectiveness of registration 
statements filed by certain 
unit investment trusts. 


(a)(1) A unit investment trust registered under the 
Investment Company Act of 1940 that files a regis- 
tration statement pursuant to the Act in connection 
with the offering of the securities of a series of the 
unit investment trust, except the first series of 
such trust, may designate a date and time for such 
registration statement to become effective. If the 
registrant complies with the conditions set forth in 
paragraph (b) of this section, the registration 
statement shall become effective in accordance 
with such designation. 


(2) The registrant may designate the date and time 
of effectiveness in the registration statement or in 
any pre-effective amendment thereto. A pre- 
effective amendment to a registration statement 
with respect to which such a designation is proper- 
ly made shall be deemed to have been filed with 
the consent of the Commission and shall accord- 
ingly be treated as part of the registration state- 
ment. 


(b) Availability of effectiveness of a registration 
statement in accordance with paragraph (a) of this 
section is conditioned upon compliance with the 
following: 


(1) The registrant is engaged exclusive- 
ly in the business of investing in “eligi- 
ble trust securities,” as defined in rule 
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14a-3 under the Investment Company 
Act of 1940 [17 CFR 270.14a-3]; 


(2) The designation provided for in para- 
graph (a) of this section is set forth on 
the facing sheet of such registration 
statement or pre-effective amendment 
thereto; 


(3) The registrant identifies a previous 
series of the trust for which the effective 
date of the registration statement was 
determined by the Commission or its 
staff, and makes the following represen- 
tations: 


(i) That the portfolio securities depos- 
ited in the series with respect to which 
the registration statement or pre- 
effective amendment is being filed do 
not differ materially in type or quality 
from those deposited in such previous 
series identified by the registrant; and 


(ii) That, except to the extent necessa- 
ry to identify the specific portfolio se- 
curities deposited in, and to provide 
essential financial information for, the 
series with respect to which the regis- 
tration statement or pre-effective 
amendment thereto is being filed, the 
registration statement or pre-effective 
amendment thereto does not contain 
disclosures that differ in any material 
respect from those contained in the 
registration statement of such previous 
series identified by the registrant; 


(4) The registrant represents that it has 
complied with rule 460 under the Act 
[17 CFR 230.460]; 


(5) The identification and representa- 
tions provided for in paragraphs (b)(3) 
and (b)(4) of this section are made on 
the signature page of the registration 
statement or pre-effective amendment 
thereto; and 


(6) If counsel prepared or reviewed 
such registration statement or pre- 
effective amendment thereto, such 
counsel shall furnish to the Commis- 
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sion at the time the registration state- 
ment or pre-effective amendment 
thereto is filed a written representation 
that such registration statement or pre- 
effective amendment does not contain 
disclosures which would render such 
registration statement ineligible to be- 
come effective pursuant to paragraph 
(a) of this section. 


(c)(1) The Commission may, in the manner and 
under the circumstances set forth in paragraph 
(c)(2) of this section suspend the ability of a unit 
investment trust to designate the date and time of 
effectiveness of series of such trust, and such sus- 
pension shall remain in effect until the Commis- 
sion furnishes written notice to the sponsor of the 
unit investment trust that the suspension has been 
terminated. Any suspension, so long as it is in ef- 
fect, shall apply to any registration statement that 
has been filed but has not, at the time of such sus- 
pension, become effective, and to any registration 
statement with respect to any series of such trust 
that may be filed after such suspension. Any such 
suspension shall apply only to the ability to desig- 
nate the date and time of effectiveness pursuant to 
paragraph (a) hereof and shall not otherwise affect 
any registration statement. 


(2) Any suspension pursuant to paragraph (c)(1) of 
this section shall become effective at such time as 
the Commission furnishes written notice thereof to 
the sponsor of the unit investment trust. The Com- 
mission may issue such a suspension if it appears 
to the Commission that any registration statement 
containing a designation pursuant to this section is 
incomplete or inaccurate in any material respect, 
whether or not such registration statement has be- 
come effective, or that the registrant has not 
complied with the conditions of this section. Fol- 
lowing such action by the Commission, the regis- 
trant may file with the Commission at any time a 
petition for review of the suspension. The Com- 
mission will order a hearing on the matter if a re- 
quest for such a hearing is included in the petition. 


ll. It is proposed to amend Part 239 of Chapter II 
of Title 17 of the Code of Federal Regulations 
by: 


1. Amending the facing sheet of Form 
S-6 and 
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(2) Amending the signature page of 
Form S-6 as follows: 


PART 239—FORMS PRESCRIBED UNDER THE 
SECURITIES ACT OF 1933 


§239.16 Form S-6, for unit investment 
trusts registered on Form N-8B-2. 


1. Amendment to facing sheet. Insert the following 
after “Approximate date of proposed public offer- 
ing:” 


[ ] Check box if it is proposed that this 
filing will become effective on (date) at 
(time) pursuant to Rule 475b. 


2. Amendment to signature page. Insert the follow- 
ing after the first textual paragraph under “SIGNA- 
TURES:” 


ALTERNATIVE FORM OF SIGNATURE FOR 
FILINGS UNDER RULE 475b 


The registrant, ..... , hereby identifies series 
(number and type) of the trust for purposes of the 
representations required by rule 475b and repre- 
sents the following: 


1) That the portfolio securities deposited 
in the series as to the securities of 
which this registration statement is be- 
ing filed do not differ materially in type 
or quality from those deposited in such 
previous series; 


2) That, except to the extent necessary 
to identify the specific portfolio securi- 
ties deposited in, and to provide essen- 
tial financial information for, the series 
with respect to the securities of which 
this registration statement is being filed, 
this registration statement does not con- 
tain disclosures that differ in any materi- 
al respect from those contained in the 
registration statement for such previous 
series as to which the effective date 
was determined by the Commission or 
the staff; and 


3) That it has complied with rule 460 un- 
der the Securities Act of 1933. 
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Pursuant to the requirements of the Securities Act 

of 1933, the registrant has duly caused this regis- 

tration statement to be signed on its behalf by the 

undersigned thereunto duly authorized, and its 

seal to be hereunto affixed and attested, all in the 
and State of 


STATUTORY AUTHORITY 


The Commission hereby proposes rule 475b and 
amendments to Form S-6 for comment pursuant 
to the provisions of sections 7, 8 and 19(a) of the 
Securities Act of 1933 [15 U.S.C. 77g, 77h and 
77s(a)]. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





REGULATORY FLEXIBILITY CERTIFICATION 


|, John S. R. Shad, Chairman of the Securities and 
Exchange Commission, hereby certify pursuant to 
5 U.S.C. 605(b) that proposed rule 475b [17 CFR 
230.475b] and the proposed amendments to Form 
S-6 [17 CFR 239.16] under the Securities Act of 
1933 [15 U.S.C. 77a et seq.], set forth in Securi- 
ties Act Release No. 6356, if promulgated, will not 
have a significant economic impact on a substan- 
tial number of small entities. The reason for this 
certification is that the proposed rule and form 
amendments propose changes in filing procedures 
for registration statements which will reduce or 
have no effect on the costs involved in preparing 
and filing documents with the Commission. 





John S. R. Shad 
Chairman 
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SECURITIES ACT OF 1933 
Release No. 6357/October 21, 1981 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 1819/October 21, 1981 


ACCOUNTING SERIES 
Release No. 301/October 21, 1981 


Revision of Financial Statement Requirements Ap- 
plicable to Insurance Companies. 


ACTION: Final rules. 


SUMMARY: The Commission is adopting a revi- 
sion of the sections of Regulation S—X that apply 
to the form and content of financial statements of 
insurance companies. Present Articles 7 and 7A 
which apply to property and liability insurance 
companies and life insurance companies, respec- 
tively, have been combined into one new Article 7, 
and three schedules in Article 12 that apply specif- 
ically to insurance companies have been replaced 
by two new schedules. The changes also elimi- 
nate rules duplicative of generally accepted ac- 
counting principles and clarify and update require- 
ments to reflect current accounting practices. This 
revision, aS a part of the Commission’s project to 
integrate disclosure requirements under the Secu- 
rities Act of 1933 and the Securities Exchange Act 
of 1934, is intended to minimize the regulatory 
burden of requiring uniformity between insurance 
company financial statements that are included in 
annual reports to shareholders and those that are 
prepared in accordance with Regulation S-X. 


EFFECTIVE DATE: Effective for companies with 
fiscal years ending after December 15, 1981. 
Earlier implementation is encouraged upon publi- 
cation in the Federal Register. 


FOR FURTHER INFORMATION CONTACT: M. 
Elizabeth Rader (202-272-2133), Office of the 
Chief Accountant, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D. C. 20549. 


SUPPLEMENTARY INFORMATION: 


|. Background 


On September 2, 1980, the Commission published ® 
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a comprehensive revision of Articles 3, 5 and 12 of 
Regulation S-X (“S—X”).1 One of the major pur- 
poses of that release was to modify S—X to facili- 
tate uniformity between financial statements in- 
cluded in filings with the Commission and those 
included in annual reports to shareholders pre- 
pared in accordance with the Commission’s proxy 
rules. At the time the amendments to Articles 3, 5 
and 12 were adopted, the Commission indicated 
its intent to revise the specific industry require- 
ments included in Articles 6 (Investment Com- 
panies), 7 and 7A (Insurance Companies), and 9 
(Banks). On March 30, 1981, in Release No. 
33-6306 (46 FR 21020), the Commission pro- 
posed for comment revisions to Articles 7 and 7A 
which apply to property and liability insurance 
companies and life insurance companies; the pro- 
posal combined the two Articles into one and at 
the same time included proposed requirements for 
title insurance companies. In addition, certain 
amendments to related schedules in Article 12 
were proposed. 


The Commission received twenty-nine letters of 
comment on the proposal. After giving the com- 
ments careful consideration, the Commission has 
determined to adopt the proposed amendments, 
with some revisions in response to the comments. 


Generally, commentators agreed with the propos- 
als. The substantive comments on the proposed 
rules generally focused on three areas: 


(1) The proposed footnote disclosures giving de- 
tail for certain financial statement captions by type 
of insurance. 





1 Securities Act Release No. 6233 (45 FR 63660). 
The release revising S—X was one of four related 
releases comprising part of the Commission's inte- 
grated disclosure project which is intended to im- 
prove disclosure in certain important areas, to 
eliminate obsolete or duplicative disclosure re- 
quirements, and facilitate the integration of filings 
made under the Securities Act and the Exchange 
Act. The releases referred to are 33-6231 (45 FR 
63630) (amendments to Form 10-K and related 
revisions); 33-6232 (45 FR 63647) (new simplified 
form for the registration of securities issued in cer- 
tain mergers and reorganization transactions); 
33-6233 (general revision of S-X) and 33-6234 
(45 FR 63682) (uniform financial statement in- 
structions). 
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(2) The proposed deletion of the reconciliations 
from statutory net income and stockholders’ equity 
to the corresponding amounts determined in ac- 
cordance with generally accepted accounting prin- 
ciples (“GAAP”). 


(3) The retention of certain investment disclosures 
(analysis of realized and unrealized gains and 
losses on investments, presentation on the face of 
the income statement of the change in unrealized 
gains on marketable equity securities, and disclo- 
sure of investment concentrations exceeding 2% 
of total investments). 


ll. Discussion of Changes to the Rules 


Consolidation and Supplementary Segment Dis- 
closures 


The principal change in the new rules is the elimi- 
nation of Article 7A applicable to life insurance 
companies and the integration of the unique as- 
pects of that Article and of title insurance reporting 
into Article 7. These revisions are in recognition of 
the growing trend among multi-line insurance enti- 
ties to give a consolidated presentation in their fi- 
nancial statements. Companies which prefer not to 
consolidate may simply ignore the inapplicable 
captions in the revised Article 7. 


At the same time that the new Article 7 specifies a 
format for consolidated presentations, it has been 
structured to preserve essentially the same level 
of detailed information disclosure which was in- 
cluded in the separate Articles 7 and 7A. In addi- 
tion to the completely separate presentations of 
property and liability results and of life results re- 
quired by Articles 7 and 7A, Article 7A further re- 
quired that certain financial statements captions 
be subdivided between life insurance and accident 
and health insurance. Accordingly, the new Article 
7 requires disclosure in a new schedule of the 
breakdown of these key financial statement cap- 
tions among the company’s various business seg- 
ments as they are defined for purposes of the seg- 
ment disclosures under Statement of Financial 
Accounting Standards No. 14.2 This schedule 
presentation by segment represents a revision of 





2 Statement of Financial Accounting Standards 
No. 14, Financial Reporting for Segments of a 
Business Enterprise (December, 1976). 
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the proposed requirement to show this information 
in a footnote by type of insurance. A number of 
commentators opposed the line-of-insurance pres- 
entation as much less meaningful than a segment 
presentation in light of many companies’ operating 
organization and premium structures. Various 
commentators questioned the footnote location 
because they felt these additional data would be 
used primarily by sophisticated investors and 
would constitute unnecessary additional detail in 
the basic financial statements. The Commission 
has therefore concluded that, although this level of 
information is needed to assist sophisticated users 
in understanding and evaluating the fundamental 
economic differences between life and property/ 
liability insurance operations, it can most appropri- 
ately be presented in a schedule on a segment ba- 
sis. 


In light of this decision to maintain the level of dis- 
closure required under the previous Articles 7 and 
7A, the Commission is currently reconsidering, as 
part of a separate project, the requirement in Rule 
3A-02(e) of S—X that individually significant con- 
solidated insurance subsidiaries present separate 
financial statements in their filings with the Com- 
mission. 


Statutory Accounting 


The Commission has adopted the proposal to de- 
lete the requirement for a reconciliation of stock- 
holders’ equity and net income as determined un- 
der statutory accounting requirements with the 
corresponding GAAP amounts. The provision lim- 
iting the use of statutory financial statements to 
situations where the statutes of a state prohibit the 
presentation of statements on a GAAP basis has 
also been deleted. These two deletions reflect the 
broad use and acceptance of GAAP statements 
for investor reporting purposes.? Most commenta- 
tors strongly supported these changes, although 
some pointed out the continuing need at least for 
some information on statutory restrictions. Rule 
4-08 of Regulation S-X (which applies to financial 





3 Because GAAP have not yet been developed for 
mutual life insurance companies, a provision has 
been retained permitting mutual life insurance 
companies and their wholly-owned stock company 
subsidiaries to prepare statements in accordance 
with statutory accounting requirements. 
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statements of insurance companies) already re- 
quires disclosure of any restrictions on retained 
earnings. The Commission has concluded that dis- 
closure should also be made along legal entity 
lines of the amount of statutory net income and 
statutory stockholders’ equity.4 


Commentators favoring retention of the full recon- 
ciliation felt that it contained useful information on 
the quality of earnings and the relationship of stat- 
utory amounts to GAAP. As indicated above, the 
newly amended Article 7 will require disclosure of 
the amounts of statutory net income and stock- 
holders’ equity as well as disclosure of significant 
statutory restrictions on dividends. Moreover, the 
Commission believes that GAAP earnings and 
stockholders’ equity are the relevant amounts for 
investor financial reporting and by definition 
should stand on their own. 


Although the Commission is deleting the require- 
ment for these reconciliations, registrants are free 
to continue to present them, or any other supple- 
mental information they consider necessary to a 
fair presentation of their financial condition or re- 
sults of operations. Care should, of course, be 
taken not to misrepresent the nature of such infor- 
mation. 


Investment Disclosures 


Rule 7-03(1) and Rule 12-15 of S-X have been 
changed to require that bonds and notes, pre- 
ferred stocks and common stocks be reported, 
both on the balance sheet and in the investment 
summary schedule, in two categories—fixed ma- 
turities and equity securities. This two-category 
presentation reflects the consideration given re- 
deemable preferred stocks in Accounting Series 





4 Rule 4-08(e) requires (1) disclosure of signifi- 
cant restrictions on payment of dividends by the 
issuer and the amount of retained earnings (i) so 
restricted or (ii) free of such restrictions, as well as 
(2) disclosure of restrictions on the payment of div- 
idends by consolidated subsidiaries to the issuer. 


The Commission's outstanding rule proposal on 
Separate Financial Statements (Release No. 
33-6316; 46 FR 27344) would require additional 
disclosures of restrictions on transfers of funds 
from subisdiaries to the parent. 
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Release No. 268.5 It also reflects the assumptions 
underlying the carrying value for the various types 
of investments. GAAP provide that bonds and re- 
deemable preferred stocks generally be carried at 
amortized cost, while nonredeemable preferred 
stocks and common stocks are carried at market. 


The investment captions and related instructions 
have been modified slightly from the proposal to 
incorporate various suggestions in the comment 
letters. In addition, the caption “Invested Cash” 
has been revised to read ‘‘Short-term Invest- 
ments,” which are defined to include investments 
with maturities of less than one year, such as time 
deposits, certificates of deposit, and commercial 
paper. Section 7-03(a)(2) of the article (balance 
sheet caption 2) has been revised to include only 
cash on hand or on deposit in banks. 


The instructions to Rule 7-03(a)(1) have also 
been modified to delete all references to equity in- 
vestments held for “investment purposes.” Ac- 
cordingly, all investments in unconsolidated sub- 
sidiaries and fifty-percent-or-less-owned persons 
(including partnerships) which are accounted for 
by the equity method should be included in bal- 
ance sheet caption 3, “Securities and indebted- 
ness of related parties.” 


The analysis of realized and unrealized gains and 
losses on securities, as required currently by both 
Articles 7 and 7A, has been retained as a note dis- 
closure and is included with the requirement for 
the income statement under the “Realized gains 
or losses...” caption. However, the final rules 
have deleted the requirement to disclose on the 
face of the income statement the change in the 
value of marketable equity securities during the 
period. The Insurance Companies Committee of 
the AICPA, as well as several other commenta- 
tors, suggested that both these disclosures be 
eliminated as not meaningful. The Commission 
has decided to retain the footnote analysis be- 
cause it believes information on both realized and 
unrealized gains and losses is necessary to a full 
evaluation of total portfolio activity for the period. 
During periods of overall market decline, selected 
realized gains may mask heavy unrealized losses, 
and although a registrant may fully intend to carry 





5 Securities Act Release No. 6097 (44 FR 45610) 
(July 27, 1979). 
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such investments to maturity, investors should be 
informed of the possible impact of near-term 
sales. The footnote analysis of both realized and 
unrealized gains and losses provides quantitative 
information on this impact. In addition, the implica- 
tions of significant unrealized losses in a compa- 
ny’s investment portfolio would be discussed in 
the Management's Discussion and Analysis sec- 
tion. Because this footnote analysis and the Man- 
agement’s Discussion address total portfolio activ- 
ity, the separate disclosure on the face of the 
income statement of the change in unrealized ap- 
preciation or depreciation of marketable equity se- 
curities has been eliminated and replaced by a re- 
quirement to include a reference on the face of the 
income statement to the footnote analysis. 


The AICPA committee also suggested deletion of 
a third requirement to disclose the name of any 
person in which the total amount invested in the 
person and affiliates exceeds 2% of total invest- 
ments. A number of commentators supported the 
AICPA suggestion or alternatively proposed a revi- 
sion of the disclosure threshold. The Commission 
has determined to maintain this requirement as 
relevant to the analysis of investment risk. Howev- 
er, the Commission has revised the disclosure 
threshold from 2% of total investments to 10% of 
total stockholders’ equity. This new threshold is 
consistent with that used in Article 9 for banks and 
relates more directly to investor risk than the old 
test. Based on the dollar magnitude and diversity 
of most investment portfolios, the Commission be- 
lieves that this disclosure is not a burdensome re- 
quirement and that, in fact, it will elicit disclosure 
only in a relatively limited number of cases. 


The revised Article 7 also retains the disclosure 
requirements for non-income producing invest- 
ments in fixed maturities, mortgage loans on real 
estate, real estate, and other long-term invest- 
ments; however, the test period triggering such 
disclosure has been increased to twelve months. 
Although certain commentators questioned the 
need for this disclosure in light of GAAP require- 
ments to evaluate asset realizability, the Commis- 
sion believes this information is necessary to the 
ongoing evaluation of a company’s financial 
strength. 


Other Changes 


The related schedules required by Article 12 of 
S-X have been revised from the original proposals 
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in certain respects. The format of Schedule |, the 
Summary of Investments, (Rule 12-15) has been 
changed slightly to facilitate cross-references to 
the balance sheet. Schedule V (Rule 12-16) has 
been substantially revised to provide for the 
tabular presentation by segment of the detail of 
certain key balance sheet and income statement 
amounts. This schedule replaces the originally 
proposed footnote disclosure of such detail. The 
schedule of reinsurance information (Rule 12-17) 
also reflects minor revisions in order to clarify the 
requirements and to tie in to the income state- 
ment.® 


Numerous changes have been made to accommo- 
date uniformity between financial statements in- 





6 Information as to the general nature of reinsur- 
ance, which also was required by special notes to 
previous Articles 7 and 7A, is called for as a note 
to the balance sheet caption, ‘Policy liabilities and 
accruals,” in the new Article 7. In response to cer- 
tain comments received on the proposed rules, the 
final rules for this general information have been 
reworded slightly. 


Previous Rule New Rule 


ARTICLE 7 


210.7-01 
210.7-02(a) 
210.7-02(b) 
210.7-02(c) 
210.7-02(d) 
210.7-02(e) 
210.7-03(a) 
210.7-03.1 


Deleted. 
Deleted. 


210.7-02(b) No change. 


cluded in annual reports to shareholders and 
those prepared in accordance with S—X. In many 
instances, the new rules permit disclosures in the 
notes to financial statements rather than on the 
face of the financial statements. As stated previ- 
ously, these amendments contribute to the Com- 
mission’s integration project. The Commission is 
also amending the proxy rules to eliminate the 
temporary rule that requires only substantial com- 
pliance with Articles 7 and 7A in annual reports to 
shareholders. Accordingly, financial statements of 
insurance companies included in filings with the 
Commission and in annual reports to shareholders 
will be required to be uniform. 


lll. Reference Table of Rule Changes 


The following table is presented to facilitate analy- 
sis of the changes to Article 7 by showing each of 
the present rules and its disposition and the new 
rules which have been added. Also included are 
brief descriptions of the changes. A more compre- 
hensive explanation and discussion of the major 
changes and deletions is presented in Section Il. 
Since the table is intended only as an outline of 
the changes, the final rules and the discussion of 
changes should also be read. 


210.7-01 Revised to extend coverage to all insurance companies. 


210.7—02(a) Minor wording revisions. 


210.7—02(b) Minor wording revisions. Combined with 210.7-02(e). 


210.7—03(a) Explains purpose of this section of the article. 


210.7-03.1 Separate captions for bonds and notes, preferred stocks, and common 


stocks are deleted and replaced by captions for fixed maturities and equity securi- 
ties. Caption for policy loans added. Caption for invested cash deleted and replaced 
by caption for short-term investments. 


Notes: Notes: 


(1) (1) No change except combined with present Note (2). 


(2) Moved to Note (1). 
None 
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(2) New note defines fixed maturities and equity securities. 
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2 Previous Rule 


ARTICLE 7 


(3) 


(4) 


(5) 


(6) 


(7) 
(8) 


210.7-03.2 


210.7-03.3 


10.7-03.4 
210.7-03.5 
210.7-03.6 
210.7-03.7 
210.7-03.8 
None 
210.7—03.9 


None 
210.7-03.10 
210.7-03.11 


210.7-03.12 
210.7-03.13 


210.7-03.14 
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New Rule 


(3) Revised to permit disclosure of accumulated depreciation and amortization de- 
ducted from investment real estate on the face of the balance sheet or in a note 
thereto and to specify that real estate acquired in settling title claims, mortgage 
guaranty claims and similar insurance claims shall not be included here but shall be 
classified as “Other Assets.” 


(4) Revised to include commercial paper and certificates of deposit with maturities of 
less than one year. 


(5) Revised to permit disclosure of certain components of other investments on the 
face of the balance sheet or in a note thereto. Threshold for disclosure revised from 
five percent of total assets to ten percent of stockholders’ equity. 


(6) The two percent threshold for disclosure of investments is deleted and replaced 
by ten percent of stockholders’ equity. 


(7) Deleted. 


(7) Revised to replace six-month test period for non-income producing status with 
twelve-month period. 


210.7—03.2 Caption modified. Revised to provide general requirements for cash re- 
stricted and not restricted. 


210-7-03.3 Revised to include related parties and reference to 210.4—08(k) for re- 
quirements. 


210.7-03.4 No change. 

210.7—03.5 Revised to include all accounts and notes receivable. 
210.7—03.6 No change. 

210.7-03.8 No change. 

210.7—03.7 No change. 

210.7-03.9 Caption “Title plant” added. 


210.7-03.10 Permits disclosure of other assets greater than five percent of total as- 
sets either on the face of the balance sheet or in a note thereto. 


210.7-03.11 Caption “Assets held in separate accounts” added. 

210.7-03.12 Caption revised. 

210.7-03.13 Caption modified; rule revised to require disclosure of unearned 
premiums, other policy claims and benefits payable, assumptions used in calculating 


future benefits, and information previously required by 210.7—05.4 about reinsur- 
ance. 


Included in 210.7-03.13. 


210.7—03.14 Revised to require disclosure of items applicable to other lines of in- 
surance; permits disclosure of components greater than five percent of total liabili- 
ties on the face of the balance sheet or in a note thereto; includes disclosure 
requirements for participating insurance. 


210.7-03.16 Caption modified. 
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Previous Rule 


ARTICLE 7 


210.7-03.15 


210.7—-03.16 
210.7-03.17 


None 

210.7-03.18 
None 

210.7-03.19 
210.7—03.20 
210.7-03.21 
210.7—03.22 


210.7—-03.23 
210.7-04 
210.7-04.1 
210.7-04.2 
10.7-04.3 
210.7-04.4 
210.7-04.5 


210.7-04.6 
210.7-04.7 
10.7-04.8 
210.7-04.9 
10.7-04.10 
210.7-04.11 
210.7-04.12 
210.7—04.13 


None 
210.7-04.14 
210.7-04.15 
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New Rule 


210.7-03.17 Revised to include related parties and reference to 210.4—08(k) for 
requirements. 


210.7-03.15 Combined with other liabilities. 


210.7-03.15 Includes present 210.7—03.16; permits liabilities greater than five per- 
cent of total liabilities to be presented on the face of the balance sheet or in a note 
thereto. 


210.7-03.18 Caption “Liabilities related to separate accounts” added. 
210.7-03.19 Caption only retained. 

210.7-03.20 Caption “Minority interests in consolidated subsidiaries” added. 
210.7—03.21 No change. 

210.7—03.22 No change. 

210.7-03.23 Caption retained with a reference to 210.5—02.30. 


210.7-03.24 (a) Revised to permit the combination of certain items; (b) deleted; (c) 
deleted; (d) reference to 210.5—02.31; (e) deleted; (f) deleted. New (c) added to re- 
quire disclosure of certain statutory amounts. 


210.7-03.25 Caption modified. 

210.7-04 Explains purpose of this section of the article. 
210.7-04.1 Caption modified. 

210.7-04.2 No change 

210.7-04.3 Revised to be more explicit. 

210.7-04.4 Caption modified; narrative eliminated. 


210.7-04.6 Caption modified; revised to include other operating costs and ex- 
penses. 


Included in 210.7-04.6. 

210.7-04.5 Caption modified. 

210.7-04.7 No change. 

210.7-04.8 Minor wording changes. 

210.7-04.10 Revised to permit more flexibility for placement. 
210.7-04.9 No change. 

210.7-04.11 No change. 


210.7—04.12 Includes previous 210.7—05.3; deletes requirement for disclosure on 
the face of the income statement of the change in the unrealized appreciation or de- 
preciation on marketable equity securities. 


210.7—04.13 Caption “Discontinued operations” added. 
210.7-04.14 Caption modified to recognize current GAAP. 
210.7-04.15 Caption only retained. 
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Previous Rule 


& ARTICLE 7 


None 


210.7-04.16 
210.7-04.17 
210.7-05.1 
210.7-05.2 
210.7-05.3 
210.7-05.4 
210.7-06(a) 
210.7—06(b) 
210.7-06(c) 
210.7-06(d) 
Schedule |. 
Schedule II 
Schedule III 
Schedule IV 
Schedule V 
Schedule VI 
None 

None 
Schedule VII 
None 
210.7A 


TEXT OF AMENDED RULES 





New Rule 


210.7-04.16 Caption “Cumulative effects of changes in accounting principles” 
added. 


210.7-04.17 No change. 

210.7-04.18 Caption only retained. 

Deleted. 

Deleted. 

210.7—04.12 No change. 

210.7-04.13 Revised to recognize current GAAP. 
210.7—05(a) Revised to reflect scheduled changes. 
210.7—05(b) No change. 

Deleted. 

210.7-05(c) No change. 

Schedule | No change. 

Schedule II No Change. 

Schedule IV No change. 

Schedule || Disclosure threshold increased from $20,000 to $100,000. 
Schedule VIII No change. 

Deleted. 

Schedule V Added. 

Schedule VI added. 

Schedule VII No change. 

Schedule IX added. 


This Article is deleted and has been integrated with new Article 7. 


1. By revising paragraph (a)(5) of §210.5-01 to 
read as follows: 


Part 210 of Title 17 CFR Chapter Il is amended as 


follows: 


§210.5-01 Application of §§210.5-01 to 
210.5-04. 


PART 210—FORM AND CONTENT OF AND RE- 
QUIREMENTS FOR FINANCIAL STATE- —: 
MENTS, SECURITIES ACT OF 1933, SECURI- 


TIES EXCHANGE ACT of 1934, PUBLIC 
UTILITY HOLDING COMPANY ACT OF 1935, 


(5) Insurance companies (see 
§§210.7-01 to 210.7-05). 


INVESTMENT COMPANY ACT OF 1940, AND 
ENERGY POLICY AND CONSERVATION ACT * * * * * 


OF 1975 
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2. By removing §210.7-06 and revising 
§§210.7—01 to 210.7—05 to read as follows: 


INSURANCE COMPANIES 


§210.7-01 Application of §§210.7-01 to 
210.7-05. 


This article shall be applicable to financial state- 
ments filed for insurance companies. 


§210.7-02 General requirement. 


(a) The requirements of the general rules in 
§§210.1-01 to 210.4—-10 (Articles 1, 2, 3, 3A and 
4) shall be applicable except where they differ 
from requirements of §§210.7-01 to 210.7-05. 


(b) Financial statements filed for mutual life insur- 
ance companies and wholly-owned stock insur- 
ance company subsidiaries of mutual life insur- 
ance companies may be prepared in accordance 
with statutory accounting requirements. Financial 
statements prepared in accordance with statutory 
accounting requirements may be condensed as 
appropriate, but the amounts to be reported for net 
gain from operations (or net income or loss) and 
total capital and surplus (or surplus as regards 
policyholders) shall be the same as those reported 
on the corresponding Annual Statement. 


§210.7—03 Balance sheets. 


(a) The purpose of this rule is to indicate the 
various items which, if applicable, and except as 
otherwise permitted by the Commission, should 
appear on the face of the balance sheets and in 
the notes thereto filed for persons to whom this ar- 
ticle pertains. [See §210.4—01(a).] 


ASSETS 


1. Investments—other than investments in related 
parties. 


(a) Fixed maturities. 

(b) Equity securities. 

(c) Mortgage loans on real estate. 
(d) Investment real estate. 

(e) Policy loans. 


(f) Other long-term investments. 
(g) Short-term investments. 
(h) Total investments. 
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NOTES: (1) State parenthetically or otherwise in 
the balance sheet (a) the basis of determining the 
amounts shown in the balance sheet and (b) as to 
fixed maturities and equity securities either aggre- 
gate cost or aggregate value at the balance sheet 
date, whichever is the alternate amount of the car- 
rying value in the balance sheet. Consideration 
shall be given to the discussion of “Valuation of 
Securities” in Accounting Series Release No. 118 
(35 FR 19986). 


(2) Include under fixed maturities: bonds, notes, 
marketable certificates of deposit with maturities 
beyond one year, and redeemable preferred 
stocks. Include under equity securities: common 
stocks and nonredeemable preferred stocks. 


(3) State separately in the balance sheet or in a 
note thereto the amount of accumulated deprecia- 
tion and amortization deducted from investment 
real estate. Subcaption (d) shall not include real 
estate acquired in settling title claims, mortgage 
guaranty claims, and similar insurance claims. 
Real estate acquired in settling claims shall be in- 
cluded in caption 10, “Other Assets,” or shown 
separately, if material. 


(4) Include under subcaption (g) investments ma- 
turing within one year, such as commercial paper 
maturing within one year, marketable certificates 
of deposit maturing within one year, marketable 
certificates of deposit maturing within one year, 
savings accounts, time deposits and other cash 
accounts and cash equivalents earning interest. 
State in a note any amounts subject to withdrawal 
or usage restrictions. [See §210.5—02.1.] 


(5) State separately in a note the amount of any 
class of investments included in subcaption (f) if 
such amount exceeds ten percent of stockholders’ 
equity. 


(6) State in a note the name of any person in 
which the total amount invested in the person and 
its affiliates, included in the above subcaptions, 
exceeds ten percent of total stockholders’ equity. 
For this disclosure, include in the amount invested 
in a person and its affiliates the aggregate of in- 
debtedness and stocks issued by such person and 
its affiliates that is included in the several 
subcaptions above, and the amount of any real es- 
tate included in subcaption (d) that was purchased 
or acquired from such person and its affiliates. In- 
dicate the amount included in each subcaption. An 
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investment in bonds and notes of the United 
States Government or of a United States Govern- 
ment agency or authority which exceeds ten per- 
cent of total stockholders’ equity need not be re- 
ported. 


(7) State in a note the amount of investments in- 
cluded under each subcaption (a), (c), (d) and (f) 
which have been non-income producing for the 
twelve months preceding the balance sheet date. 


2. Cash. Cash on hand or on deposit that is re- 
stricted as to withdrawal or usage shall be dis- 
closed separately on the balance sheet. The provi- 
sions of any restrictions shall be described in a 
note to the financial statements. Restrictions may 
include legally restricted deposits held as compen- 
sating balances against short-term borrowing ar- 
rangements, contracts entered into with others, or 
company statements of intention with regard to 
particular deposits. In cases where compensating 
balance arrangements exist but are not agree- 
ments which legally restrict the use of cash 
amounts shown on the balance sheet, describe in 
the notes to the financial statements these ar- 
rangements and the amount involved, if determi- 
nable, for the most recent audited balance sheet 
required. Compensating balances that are main- 
tained under an agreement to assure future credit 
availability shall be disclosed in the notes to the fi- 
nancial statements along with the amount and 
terms of the agreement. 


3. Securities and indebtedness of related parties. 


State separately (a) investments in related parties 
and (b) indebtedness from such related parties. 
[See §210.4—08(k).] 


4. Accrued investment income. 


5. Accounts and notes receivable. Include under 
this caption (a) amounts receivable from agents 
and insureds, (b) uncollected premiums and (c) 
other receivables. State separately in the balance 
sheet or in a note thereto any category of other re- 
ceivable which is in excess of five percent of total 
assets. State separately in the balance sheet or in 
a note thereto the amount of allowance for doubt- 
ful accounts that was deducted. 


6. Reinsurance recoverable on paid losses. 
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7. Deferred policy acquisition costs. 


8. Property and equipment. (a) State the basis of 
determining the amounts. 


(b) State separately in the balance sheet or in a 
note thereto the amount of accumulated deprecia- 
tion and amortization of property aond equipment. 


9. Title plant. 


10. Other assets. State separately in the balance 
sheet or in a note thereto any other asset the 
amount of which exceeds five percent of total as- 
sets. 


11. Assets held in separate accounts. Include un- 
der this caption the aggregate amount of assets 
used to fund liabilities related to variable annuities, 
pension funds and similar activities. The aggre- 
gate liability shall be included under caption 18. 
Describe in a note to the financial statements the 
general nature of the activities being reported on 
in the separate accounts. 


12. Total assets. 
LIABILITIES AND STOCKHOLDERS’ EQUITY 


13. Policy liabilities and accruals. (a) State sepa- 
rately in the balance sheet the amounis of (1) fu- 
ture policy benefits and losses, claims and loss 
expenses, (2) unearned premiums and (3) other 
policy claims and benefits payable. 


(b) State in a note to the financial statements the 
basis of assumptions (interest rates, mortality, 
withdrawals) for future policy benefits and claims 
and settlements which are stated at present value. 


(c) Information shall be given in a note concerning 
the general nature of reinsurance transactions, 
including a description of the significant types of 
reinsurance agreements executed. The informa- 
tion provided shall include (1) the nature of the 
contingent liability in connection with insurance 
ceded and (2) the nature and effect of material 
nonrecurring reinsurance transactions. 


14. Other policyholders’ funds. (a) Include 


amounts of supplementary contracts without life 
contingencies, policyholders’ dividend accumula- 
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tions, undistributed earnings on participating busi- 
ness, dividends to policyholders and retrospective 
return premiums (not included elsewhere) and any 
similar items. State separately in the balance 
sheet or in a note thereto any item the amount of 
which is in excess of five percent of total liabilities. 


(b) State in a note to the financial statements the 
relative significance of participating insurance ex- 
pressed as percentages of (1) insurance in force 
and (2) premium income; and the method by which 
earnings and dividends allocable to such insur- 
ance is determined. 


15. Other liabilities. (a) Include under this caption 
such items as accrued payrolls, accrued interest 
and taxes. State separately in the balance sheet 
or in a note thereto any item included in other lia- 
bilities the amount of which exceeds five percent 
of total liabilities. 


(b) State separately in the balance sheet or in a 
note thereto the amount of (1) income taxes pay- 
able and (2) deferred income taxes. Disclose sep- 
arately the amount of deferred income taxes appli- 
cable to unrealized appreciation of equity 
securities. 


16. Notes payable, bonds, mortgages and similar 
obligations, including capitalized leases. (a) State 
separately in the balance sheet the amounts of (1) 
short-term debt and (2) long-term debt including 
capitalized leases. 


(b) The disclosure required by §210.5-—02.19(b) 
shall be given if the aggregate of short-term 
borrowings from banks, factors and other financial 
institutions and commercial paper issued exceeds 
five percent of total liabilities. 


(c) The disclosure requirements of §210.5-02.22 
shall be followed for long-term debt. 


17. Indebtedness to related parties. [See 
§210.4—08(k).] 


18. Liabilities related to separate accounts. [See 
caption 11.] 


19. Commitments and contingent liabilities. 
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Minority Interests 


20. Minority interests in consolidated subsidiar- 
ies. The disclosure requirements of §210.5-02.27 
shall be followed. 


Redeemable Preferred Stocks 


21. Preferred stocks subject to mandatory re- 
demption requirements or whose redemption is 
outside the control of the issuer. The classification 
and disclosure requirements of §210.5-02.28 
shall be followed. 


Nonredeemable Preferred Stocks 


22. Preferred stocks which are not redeemable or 
are redeemable solely at the option of the issuer. 
The classification and disclosure requirements of 
§210.5-02.29 shall be followed. 


Common Stocks 


23. Common stocks. The classification and disclo- 
sures requirements of §210.5—02.30 shall be fol- 
lowed. 


Other Stockholders’ Equity 


24. Other stockholders’ equity. (a) Separate cap- 
tions shall be shown for (1) additional paid-in capi- 
tal, (2) other additional capital, (3) unrealized ap- 
preciation or depreciation of equity securities less 
applicable deferred income taxes, (4) retained 
earnings (i) appropriated and (ii) unappropriated. 
[See §210.4—08(e).] Additional paid-in capital and 
other additional capital may be combined with the 
stock caption to which they apply, if appropriate. 


(b) The classification and disclosure requirements 
of §210.5-02.31(b) and (c) shall be followed for 
(1) dating and effect of a quasi reorganization and 
(2) summaries of each stockholders’ equity ac- 
count. 


(c) State in a note the following information sepa- 
rately for (1) life insurance legal entities, and (2) 
property and liability insurance legal entities: the 
amount of statutory stockholders’ equity as of the 
date of each balance sheet presented and the 
amount of statutory net income or loss for each 
period for which an income statement is pre- 
sented. 
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25. Total liabilities and stockholders’ equity. 
§210.7-04 Income statements. 


The purpose of this rule is to indicate the various 
items which, if applicable, should appear on the 
face of the income statements and in the notes 
thereto filed for persons to whom this article per- 
tains. [See §210.4—01(a).] 


REVENUES 


1. Premiums. \|nclude premiums from reinsurance 
assumed and deduct premiums on reinsurance 
ceded. Where applicable, the amounts included in 
this caption should represent premiums earned. 


2. Net investment income. State in a note to the fi- 
nancial statements, in tabular form, the amounts 
of (a) investment income from each category of in- 
vestments listed in the subcaptions of 
§210.7-03.1 that exceeds five percent of total in- 
vestment income, (b) total investment income, (c) 
applicable expenses, and (d) net investment in- 
come. 


3. Other income. \nclude all revenues not included 
in captions 1 and 2 above. State separately in the 
statement any amounts in excess of five percent 
of total revenue, and disclose the nature of the 
transactions from which the items arose. 


BENEFITS, LOSSES AND EXPENSES 


4. Benefits, claims, losses and settlement ex- 
penses. 


5. Policyholders’ share of earnings on participat- 
ing policies, dividends and similar items. [See 
§210.7-03.14(b).] 


6. Underwriting, acquisition and insurance ex- 
penses. State separately in the income statement 
or in a note thereto (a) the amount included in this 
caption representing deferred policy acquisition 
costs amortized to income during the period, and 
(b) the amount of other operating expenses. State 
separately in the income statement any material 
amount included in all other operating expenses. 


7. Income or loss before income tax expense and 
appropriate items below. 
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8. Income tax expense. Include under this caption 
only taxes based on income. [See §210.4—08(g).] 


9. Minority interest in income of consolidated sub- 
sidiaries. 


10. Equity in earnings of unconsolidated subsidi- 
aries and 50 percent or less owned persons. The 
amount reported under this caption shall be stated 
net of any applicable tax provisions and shall ex- 
clude gains or losses on investments and other 
items below. State in the income statement or in a 
note thereto the amount of dividends received 
from such persons. If justified by the circum- 
stances, this item may be presented in a different 
position and a different manner. 


11. Income or loss before realized gains or losses 
on investments and extraordinary items. 


12. Realized gains or losses on investments other 
than investments in affiliates, less applicable tax. 
(a) State separately in the income statement or in 
a note thereto the amount of equity in net realized 
investment gains or losses of persons for which 
the equity in earnings was reported under caption 
10, disclosing parenthetically or otherwise the tax 
applicable to such amounts. State in the income 
statement or in a note thereto the method followed 
in determining the cost of investments, e.g., “aver- 
age cost,” “first-in, first-out,” or “identified certifi- 
cate.” 


(b) For each period for which an income statement 
is filed, include in a note an analysis of realized 
and unrealized investment gains or losses on fixed 
maturities and equity securities. For each period, 
state separately for fixed maturities [see 
§210.7-03.1(a)] and for equity securities [see 
§210.7-03.1(b)] the following amounts: (1) real- 
ized investment gains or losses, less aplicable tax 
[included in §210.7-04.12], and (2) the change 
during the period in the difference between value 
and cost adjusted for applicable tax effects. The 
change in the difference between value and cost 
shall be given for both categories of investments 
even though they may be shown on the related 
balance sheet on a basis other than value. 


(c) Parenthetically following this caption, refer to 
the note including the analysis required by (b) 
above. 
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13. Discontinued operations. 


14. Income or loss before extraordinary items and 
cumulative effects of changes in accounting prin- 
ciples. 


15. Extraordinary items, less applicable tax. 


16. Cumulative effects of changes in accounting 
principles. 


17. Net income or loss. 


18. Earnings per share data. 
§210.7—05 What schedules are to be filed. 


(a) Except as expressly provided otherwise in the 
applicable form— 


(1) The schedules specified below as Schedules | 
and VII shall be filed as of the dates of the most 
recent audited balance sheet for each person or 
group. 


(2) All other schedules specified below as Sched- 
ules Il, Ill, IV, V, VI, Vill and IX shall be filed for 
each period for which an audited income state- 
ment is required to be filed for each person or 
group. 


(b) When information is required in schedules for 
both the registrant and the registrant and its sub- 
sidiaries consolidated it may be presented in the 
form of a single schedule: Provided, That items 
pertaining to the registrant are shown separately 
and that such single schedule affords a properly 
summarized presentation of the facts. If the infor- 
mation required by any schedule (including the 
notes thereto) may be shown in the related finan- 
cial statement or in a note thereto without making 
such statement unclear or confusing, that proce- 
dure may be followed and the schedule omitted. 


(c) The schedules shall be examined by the inde- 
pendent accountant. 


Schedule |!—Summary of investments—other 
than investments in related parties. The schedule 
prescribed by §210.12-15 shall be filed in support 
of caption 1 of the most recent audited balance 
sheet. 
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Scheduled |!i—Amounts receivable from related 
parties, and underwriters, promoters, and em- 
ployees other than related parties. The schedule 
prescribed by §210.12-03 shall be filed with re- 
spect to each person among related parties, and 
underwriters, promoters, and employees other 
than related parties, from whom an aggregate in- 
debtedness of more than $100,000 or one percent 
of total assets, whichever is less, is owed, or at 
any time during the period for which related au- 
dited income statements are required to be filed 
was owed. This schedule shall not include infor- 
mation which is prescribed by §210.12-05. For 
purposes of this schedule, exclude in the determi- 
nation of the amount of indebtedness all amounts 
receivable from such persons for purchases sub- 
ject to usual trade terms, for ordinary travel and 
expense advances, and for other such items 
arising in the ordinary course of business. 


Schedule |!|—Investments in, equity in earnings 
of, and dividends received from related parties. 
The schedule prescribed by §210.12-04 shall be 
filed in support of caption 3(a) of the balance 


sheet. This schedule may be omitted if (1) neither 


the sum of captions 3(a) and 3(b) in the related 
balance sheet nor the amount of caption 17 in 
such balance sheet exceeds five percent of total 
assets as shown by the related balance sheet at 
either the beginning or end of the period or (2) 
there have been no material changes in the infor- 
mation required to be filed from that last previously 
reported. 


Schedule IV—Indebtedness of and to related 
parties—not current. The schedule prescribed by 
§210.12-05 shall be filed in support of captions 
3(b) and 17 of the balance sheet; however, the re- 
quired information may be presented separately 
on Schedule Ill. This schedule may be omitted if 
(1) neither the sum of captions 3(a) and 3(b) in the 
related balance sheet nor the amount of caption 
17 in such balance sheet exceeds five percent of 
total assets as shown by the related balance sheet 
at either the beginning or end of the period or (2) 
there have been no material changes in the infor- 
mation required to be filed from that last previously 
reported. 


Schedule V—Supplementary insurance informa- 
tion. The schedule prescribed by §210.12-16 
shall be filed giving segment detail in support of 
various balance sheet and income statement cap- 
tions. 
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Schedule Vi—Reinsurance. The schedule pre- 
scribed by §210.12-17 shall be filed for reinsur- 
ance ceded and assumed. 





Schedule Vil—Guarantees of securities of other 
issuers. The schedule prescribed by §210.12-08 
shall be filed with respect to any guarantees of se- 
curities of other issuers by the person for which 
the statement is being filed. 


Schedule Vill—Valuation and qualifying ac- 
counts. The schedule prescribed by §210.12-09 
shall be filed in support of valuation and qualifying 
accounts included in the balance sheet [see 
§210.4-02]. 


Schedule 1X—Short-term borrowings. The sched- 
ule prescribed by §210.12-10 shall be filed in sup- 
port of caption 16(a)(1) of the balance sheet to re- 
port amounts payable to banks for borrowings; 
factors and financial institutions for borrowings; 
and holders of commercial paper. The information 
required by this schedule may be presented in 
Management's Discussion and Analysis if it results 
in a more meaningful presentation of the informa- 
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tion being provided. If that procedure is followed, 
the schedule may be omitted if appropriate cross- 
references are made. 


3. By removing §§210.7A-01 to 
210.7A-06. 


4. By revising §210.12-01 to read as 
foliows: 


FORM AND CONTENT OF SCHEDULES 
General 


§210.12-01 Application of §§210.12-01 to 
210.12-27. 


These sections prescribe the form and content of 
the schedules required by §§210.5-04, 210.6-10, 
210.6-13, 210.6-24, 210.6-34, 210.7-05 and 
210.9-05. 


5. By revising §210.12-15 to read as 
follows: 
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§210.12-15 Summary of investments—other than investments in related parties. 


[For insurance companies] 


Column A 


Type of investment 


Fixed maturities: 


Bonds: 
United States Government and government 
agencies and authorities 
States, municipalities and political 
subdivisions 
Foreign governments 
Public utilities 
Convertibles and bonds with warrants 
attached? 
All other corporate bonds 
Certificates of deposit 
Redeemable preferred stock 
Total fixed maturities 
Equity securities: 
Common stocks 
Public utilities 
Banks, trust and insurance companies 
Industrial, miscellaneous and all other 
Nonredeemable preferred stocks 
Total equity securities 
Mortgage loans on real estate 
Real estate’ 
Policy loans 
Other long-term investments 
Short-term investments 
Total investments 


1 Original cost of equity securities and, as to fixed 
maturities, original cost reduced by repayments 
and adjusted for amortization of premiums or ac- 
crual of discounts. 


2If the amount at which shown in the balance 
sheet is different from the amount shown in ei- 
ther column B or C, state the reason for such dif- 


1226/SEC DOCKET 


Column B Column C Column D 
Amount at which 
shown in the 


balance sheet? 


Cost! Value 


XXXXXXX 
XXXXXXX 
XXXXXXX 
XXXXXXX 
XXXXXXX 
XXXXXXX 


ference. The total of this column should agree 
with the balance sheet. 


3All convertibles and bonds with warrants shall 
be included in this caption, regardless of issuer. 


4State spearately any real estate acquired in sat- 
isfaction of debt. 
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S$ 6. By removing §210.12-16 and adding a new §210.12-16 as follows: 


§210.12-16 Supplementary insurance information. 


[For insurance companies] 


Colum A Column B- Column C ColumnD Column E 


Segment! Deferred Future poli- Unearned Other policyPremium Net invest- Benefits, 


policy ac- cy benefits, premiums claims and 


quisition losses, (caption benefits 
cost (cap- claims and 13-a-2) payable 
tion 7) loss ex- (caption 
penses 13-a-3) 
(caption 
13-a-1) 


Totals 


1Segments shown should be the same as those presented 
in the footnote disclosures called for by Statement of Fi- 
nancial Accounting Standards No. 14. 


2Does not apply to life insurance or title insurance. This 
amount should include premiums for reinsurance assumed, 
& and be net of premiums on reinsurance ceded. 


3State the basis for allocation of net investment income 
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Column F Column G Column H Column! ColumnJ Column K 


AmortizationOther Premiums 
revenue ment in- claims, of deferred operating written? 
(caption 1) come (cap- losses and policy ac- expenses* 

tion 2) settlement quisition 
expenses costs* 


(caption 4) 


and, where applicable, other operating expenses. 


4The total of columns | and J should agree with the amount 
shown for income statement caption 6. 


5Totals should agree with the indicated balance sheet and 
income statement caption amounts, where a caption num- 
ber is shown. 
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7. By removing §210.12-17 and adding a new §210.12-17 as follows: 


§210.12-17 Reinsurance. 


[For insurance companies] 





Column A 
Gross 
amount 


Column B 





Life insurance 
in force 


Premiums 
Life insurance 
Accident and health 
insurance 
Property and lia- 
bility insurance 
Title insurance 


Total premiums 


Column F 
Perfentage 
of amount 
assumed to 
net? 


Column D- Column E 
Cededto Assumed Net 

other from other amount? 
companies' companies 


Column C 








‘Indicate in a note any amounts of reinsurance or 
coinsurance income netted against premiums 
ceded. 


2This Column represents the total of column B 
less column C plus column D. The total premi- 
ums in this column should represent the amount 
of premium revenue on the income statement. 


3Calculated as the amount in column D divided 
by amount in column E. 


8. By removing §210.12-18. 


PART 240—GENERAL RULES AND REGULA- 
TIONS, SECURITIES EXCHANGE ACT OF 1934 


1. By revising paragraph (b)(1) of §240.14a-3 to 
read as follows: 


§240.14a-3. Information to be furnished security 
holders. 


* 
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(1) The report shall include, for the registrant and 
its subsidiaries consolidated, audited balance 
sheets as of the end of each of the two most re- 
cent fiscal years and audited statements of income 
and changes in financial position for each of the 
three most recent fiscal years prepared in accord- 
ance with Regulation S-X (Part 210 of this chap- 
ter), except that the provisions of Article 3, other 
than §210.3-06(e), shall not apply and only sub- 
stantial compliance with Articles 6 and 9 is re- 
quired. Any financial statement schedules or ex- 
hibits or separate financial statements which may 
otherwise be required in filings with the Commis- 
sion may be omitted. Investment companies regis- 
tered under the Investment Company Act of 1940 
need include financial statements only for the last 
fiscal year except for statements of changes in net 
assets which are to be filed for the two most re- 
cent fiscal years. If the financial statements of the 
registrant and its subsidiaries consolidated in the 
annual report filed or to be filed with the Commis- 
sion are not required to be audited, the financial 
statements required by this paragraph may be 
unaudited. 
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2. By revising paragraph (a)(1) of §240.14c-3 to 
read as follows: 


§240.14c-3 Annual report to be furnished security 
holders. 


(a) * * * 


(1) The report shall include, for the registrant and 
its subsidiaries consolidated, audited balance 
sheets as of the end of each of the two most re- 
cent fiscal years and audited statements of income 
and changes in financial position for each of the 
three most recent fiscal years prepared in accord- 
ance with Regulation S-X (Part 210 of this chap- 
ter), except that the provisions of Article 3, other 
than §210.3-06(e), shall not apply and only sub- 
stantial compliance with Articles 6 and 9 is re- 
quired. Any financial statement schedules or ex- 
hibits or separate financial statements which may 
otherwise be required in filings with the Commis- 
sion may be omitted. Investment companies regis- 
tered under the Investment Company Act of 1940 
need include financial statements only for the last 
fiscal year except for statements of changes in net 
assets which are to be filed for the two most re- 
cent fiscal years. If the financial statements of the 
registrant and its subsidiaries consolidated in the 
annual report filed or to be filed with the Commis- 
sion are not required to be audited, the financial 
statements required by this paragraph may be 
unaudited. 


* * * * * 


These amendments are effective with respect to 
annual periods ending after December 15, 1981. 
Earlier implementation is encouraged upon publi- 
cation in the Federal Register. 


AUTHORITY 


These amendments are being adopted pursuant to 
the authority in Sections 6, 7, 8, 10 and 19(a) [15 
U.S.C. 77f, 77g, 77h, 77j, 77s(a)] of the Securities 
Act of 1933 and Sections 12, 13, 15(d) and 23(a) 
[15 U.S.C. 781, 78m, 780(d), 78w(a)] of the Secu- 
rities Exchange Act of 1934. 


Pursuant to Section 23(a)(2) of the Securities Ex- 
change Act, the Commission has considered the 


® impact of these proposals on competition and it is 
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not aware at this time of any burden that such rule 
amendments would impose on competition. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES AND EXCHANGE ACT OF 
1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-18174/October 16, 1981 


In the Matter of 


THE OPTIONS CLEARING CORPORATION 
200 South Wacker Drive 

Suite 2700 

Chicago, Illinois 60606 


(SR-OCC- 81-10) 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE AND ORDER APPROVING PRO- 
POSED RULE CHANGE 


Pursuant to Section 19(b)(1) of the Securities Ex- 
change Act of 1934, 15 U.S.C. 78s(b)(1) (the 
“Act’) notice is hereby given that on October 2, 
1981, The Options Clearing Corporation, (“OCC’’) 
filed with the Commission a proposed rule change 
that amends OCC’s rules governing Government 
National Mortgage Association (““GNMA”) options 
in several minor respects. Among other things, it 
amends the terms of the GNMA option contract to 
require the purchasing member to pay accrued in- 
terest up to, rather than through, the exercise set- 
tlement date. Also, it modifies OCC GNMA settle- 
ment and related rules to make buy-ins optional, 
rather than mandatory, and to provide delivering 
clearing members with a 25-business-day “grace 
period” before becoming subject to a potential 
buy-in. Finally, the proposed rule change incorpo- 
rates certain provisions in the Uniform Practice 
Manual of the Public Securities Association with 
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respect to delivery of due bills, for payment of prin- 
cipal and interest on GNMA’s, when settlement 
takes place after a record date. 


Interested persons are invited to submit written 
data, views and arguments concerning the sub- 
mission within 21 days from the date of this publi- 
cation. Persons desiring to make written com- 
ments should file six copies thereof with the 
Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be 
made to File No. SR-OCC-81-10. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments, other than 
those which may be withheld from the public in ac- 
cordance with the provisions of 5 U.S.C. 552, will 
be available for public inspection at the Securities 
and Exchange Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D.C. 
Copies of the filing will also be available at the 
principal office of the above-mentioned self- 
regulatory organization. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder ap- 
plicable to registered clearing agencies, and in 
particular, the requirements of Section 17A of the 
Act. 


The Commission finds good cause for approving 
the proposed rule change prior to the thirtieth day 
after the date of publication of notice of filing 
thereof, in that approval of the proposed rule 
change enables OCC to complete its GNMA pro- 
spectus supplement accurately prior to the sched- 
uled commencement of trading in GNMA options. 
Trading in GNMA options is scheduled to begin on 
October 30, 1981, and it is necessary for OCC to 
finalize its prospectus approximately two weeks 
prior to that date, so that copies can be printed 
and shipped to securities firms for distribution to 
the public on October 30, 1981. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the proposed rule 
change referenced above be, and it hereby is, ap- 
proved. 
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For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18175/October 16, 1981 


In the Matter of the 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


(SR-Amex-—81- 16) 


ORDER APPROVING PROPOSED RULE 
CHANGE 


On August 17, 1981, the American Stock Ex- 
change, Inc. (“Amex”) filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities Ex- 
change Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act’) and Rule 19b-4 thereunder, copies of a 
proposed rule change which provides for the im- 
plementation and operation for options of its 
Opening Automated Report Service (“OARS”), 
which is an electronic system to store and auto- 
matically report executions of market orders re- 
ceived before the opening of trading. The rule 
change also provides for special trade comparison 
and clearing procedures to be used in conjunction 
with OARS. 


Notice of the proposed rule change together with 
the terms of substance of the proposed rule 
change was given by publication of a Commission 
Release (Securities Exchange Act Release No. 
34-18068, August 28, 1981 and by publication in 
the Federal Register (46 FR 44544, September 4, 
1981). No written statements with respect to the 
proposed rule change were filed with the Commis- 
sion. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder ap- 
plicable to national securities exchanges, and in 
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particular, the requirements of Section 6 and the 
rules and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, ap- 
proved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18176/October 16, 1981 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY PHILADELPHIA 
STOCK EXCHANGE, INC. 


File No. SR-Phix-81-15 


The Philadelphia Stock Exchange, Inc. (“Phix’’) 
submitted, on September 11, 1981, a proposed 
rule change under Rule 19b—4 to amend Phix Rule 
50 to increase from 1 percent per month to 2 per- 
cent per month the late charge imposed on Phix 
members and member organizations for failure to 
pay Phix dues, fees, fines, or other charges within 
30 days after notice thereof has been mailed. The 
late charge will be computed at the rate of 2 per- 
cent simple interest for each 30 day period or frac- 
tion thereof, calculated on a daily basis, during 
which time accounts payable to the Phix remain a 
daily basis, during which time accounts payable to 
the Phix remain outstanding. The 2 percent charge 
will be effective with respect to all balances which 
are delinquent on and after October 13, 1981. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty 
days of the filing of such proposed rule change, 
the Commission may summarily abrogate such 
rule change if it appears to the Commission that 
such action is necessary, or appropriate in the 
public interest, for the protection of investors, or 


Volume 23, No. 16, November 3, 1981 





otherwise in furtherance of the purposes of the Se- 
curities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 19, 1981. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, DC 
20549. Reference should be made to file No. 
SR-Phix-81-15. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in ac- 
cordance with the provisions of 5 U.S.C. § 552, 
will be available for inspection and copying at the 
Commission's Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18177/October 16, 1981 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE MIDWEST STOCK ExX- 
CHANGE, INCORPORATED 


File No. SR-MSE-81-9 


The Midwest Stock Exchange, Incorporated 
(“MSE”) submitted on October 9, 1981. A pro- 
posed rule change under Rule 19b-4 to amend 
Article XXX, Rule 8 of its rules, relating to the sus- 
pension of a specialist's registration. The pro- 
posed rule change would require a member of the 
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Committee on Floor Procedure or the Chairman to 
suspend the registration of a specialist, co- 
specialist or relief specialist if it appears to the 
Committee member or Chairman that such spe- 
cialist is violating any MSE rule or federal securi- 
ties law, or is conducting business in an unethical 
manner. At present, the rule requires a member of 
the Committee on Specialist Assignment and Eval- 
uation or its Chairman to suspend a specialist's 
registration under these circumstances. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 19, 1981. In order to assist the Commis- 
sion to determine whether to approve the pro- 
posed rule change or institute proceedings to de- 
termine whether the proposed rule change should 
be disapproved, interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-MSE-81-9. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. § 552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room. 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be avail- 
able at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 18178/October 16, 1981 


In the Matter of Applications of the 
BOSTON STOCK EXCHANGE, INC. 

For Unlisted Trading Privileges 
SECURITIES EXCHANGE ACT OF 1934 


FINDINGS AND ORDER GRANTING APPLICA- 
TIONS FOR UNLISTED TRADING PRIVILEGES 


The Boston Stock Exchange (“BSE”) has filed ap- 
plications with the Commission pursuant to Sec- 
tion 12(f)(1)(B) of the Securities Exchange Act of 
1934 (“Act”) and Rule 12f-1 [17 CFR 240.12f-1] 
thereunder, for unlisted trading privileges in the 
following securities which are listed on another na- 
tional securities exchange: 


Burlington Northern Inc. (New Holding 
Company) Common Stock, No Par 
Value (File No. 7-6042) 


Burlington Northern Inc. (New Holding 
Company) $2.125 Preferred, No Par 
Value (File No. 7—6043) 


Engelhard Corporation 
Common Stock, $1 Par Value (File 
No. 7-6044) 


Panhandle Eastern Corporation 
Common Stock, No Par Value (File 
No. 7-6045)!' 


Carling O’Keefe Ltd. 
Common Stock, No Par Value (File 
No. 7-6046) 


Chicago Pneumatic Tool Co. 
Common Stock, $8 Par Value (File 
No. 7-6047) 





' Notice of these applications was given by publi- 
cation in the Federal Register. 46 FR 47156 (Sep- 
tember 24, 1981). The Commission has received 
no comments with respect to these applications. 
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Ducommun Inc. 
Common Stock, $2 Par Value (File 
No. 7-6048) 


Geo International Corp. 
Common Stock, $.10 Par Value (File 
No. 7-6049) 


Handy & Harman 
Common Stock, $1 Par Value (File 
No. 7—6050) 


National Can Corp. 
Common Stock, $5 Par Value (File 
No. 7-6051) 


Sargent Industries, Inc. 
Common Stock, No Par Value (File 
No. 7-6052) 


Southwest Gas Corp. 
Common Stock, $1 Par Value (File 
No. 7-6053) 


Winn Dixie Stores Inc. 
Common Stock, $1 Par Value (File 
No. 7-6054)? 


The Commission finds that approval of the BSE’s 
applications for unlisted trading privileges in these 
securities is consistent with the maintenance of 
fair and orderly markets and the protection of in- 
vestors. As a national securities exchange regis- 
tered with the Commission pursuant to Section 6 
of the Act, the BSE is subject to the provisions of 
paragraph (b) of that section, and to the Commis- 
sion’s inspection authority and oversight responsi- 
bility under Sections 17 and 19 of the Act and the 
rules and regulations thereunder. In addition, 
transactions in the subject securities, regardless 
of the market in which they occur, are reported in 
the consolidated transaction reporting system con- 
templated by Rule 11Aa3-1 under the Act [17 
CFR 240.11Aa3-1]. The availability of last sale in- 
formation for the subject securities should contrib- 
ute to pricing efficiency and to ensuring that trans- 
actions on the BSE are executed at prices which 
are reasonably related to those occurring in other 
markets. Finally the Commission has received no 
comments indicating that the granting of these ap- 





2 Notice of these applications was given by publi- 
cation in the Federal Register. 46 FR 47515 (Sep- 
tember 28, 1981). The Commission has received 
no comments with respect to these applications. 
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plications would not be consistent with the mainte- 
nance of fair and orderly markets and the protec- 
tion of investors. The Commission further finds 
that approval of the BSE applications will provide 
increased opportunities for competition among 
brokers and dealers and among exchange mar- 
kets consistent with the purposes of the Act and 
the objectives of the national market system. 


ACCORDINGLY, IT IS ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the applications 
for unlisted trading privileges on the Boston Stock 
Exchange in the above named securities are here- 
by approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18179/October 16, 1981 


An order has been issued granting the application 
of the Boston Stock Exchange, Inc. to strike the 
common stock (no par value) of NEWBERY EN- 
ERGY CORPORATION from listing and registra- 
tion thereon. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 18180/October 16, 1981 


An order has been issued granting the application 
of the American Stock Exchange, Inc. to strike the 
common stock ($.01 par value) of APPLIED DE- 
VICES CORPORATION from listing and registra- 
tion thereon. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 18181/October 16, 1981 

NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE NEW ENGLAND 
SECURITIES DEPOSITORY TRUST COMPANY 


(File No. SR-NESDTC-81-—4) 
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New England Securities Depository Trust Compa- 
ny (“NESDTC’”) submitted a proposed rule change 
on September 28, 1981, pursuant to Rule 19b-4 
under the Securities Exchange Act, which imposes 
an interest charge of 1 %2% per month on charges 
for depository services that remain unpaid for 
more than 30 days. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-4 thereun- 
der. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate the rule change if it appears 
to the Commission that such action is necessary 
or appropriate in the public interest, for the protec- 
tion of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 19, 1981. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NESDTC-81-4. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organi- 
zation. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 18182/October 16, 1981 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE BOSTON STOCK 
EXCHANGE CLEARING CORPORATION (File 
No. SR-BSECC-81-4) 


Boston Stock Exchange Clearing Corporation 
(“BSECC’”’) submitted a proposed rule change on 
September 16, 1981, pursuant to Rule 19b—4 un- 
der the Securities Exchange Act, which (i) extends 
its temporary 15% increase in fees from October 
1, 1981 through December 31, 1981; and (ii) 
imposes an interest charge of 12% per month on 
charges for clearing services that remain unpaid 
for more than 30 days. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-—4 thereun- 
der. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate the rule change if it appears 
to the Commission that such action is necessary 
or appropriate in the public interest, for the protec- 
tion of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 19, 1981. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-BSECC-81-4. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organi- 
zation. 
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For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18183/October 19, 1981 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE MIDWEST CLEARING 
CORPORATION 


(File No. SR-MCC-81-6) 


Midwest Clearing Corporation (MCC) filed a pro- 
posed rule change on October 9, 1981, pursuant 
to Rule 19b—4 under the Securities Exchange Act 
which raises terminal and line fees for Midwest 
Securities Trust Communication System. MSTC is 
passing on the second fee increase levied by 
AT&T since May of 1981. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b-—4 thereun- 
der. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate the rule change if it appears 
to the Commission that such action is necessary 
or appropriate in the public interest, for the protec- 
tion of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 19, 1981. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-MCC-81-6. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
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for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organi- 
zation. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18184/October 19, 1981 


NOTICE OF EFFECTIVENESS OF A PROPOSED 
RULE CHANGE BY THE MIDWEST SECURITIES 
TRUST COMPANY (File No. SR-MSTC-81-4) 


Midwest Securities Trust Company (MSTC) filed a 
proposed rule change on October 9, 1981, pursu- 
ant to Rule 19b-4 under the Securities Exchange 
Act which raises terminal and line fees for Midwest 
Securities Trust Communication System. MSTC is 
passing on the second fee increase levied by 
AT&T since May of 1981. 


The foregoing rule change has become effective 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934 and Rule 19b—4 thereun- 
der. At any time within sixty days of the filing of 
such proposed rule change, the Commission may 
summarily abrogate the rule change if it appears 
to the Commission that such action is necessary 
or appropriate in the public interest, for the protec- 
tion of investors, or otherwise in furtherance of the 
purposes of the Securities Exchange Act of 1934. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 19, 1981. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
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D.C. 20549. Reference should be made to File No. 
SR-MSTC-81-4. 


Copies of the submission, with accompanying ex- 
hibits, and of all written comments will be available 
for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organi- 
zation. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18185/October 19, 1981 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE MIDWEST CLEARING COR- 
PORATION (File No. SR-MCC-81-8) 


fidwest Clearing Corporation (“MCC”) submitted 

a proposed rule change on October 14, 1981, pur- 
suant to Rule 19b-4 under the Securities Ex- 
change Act which (i) modifies the amounts of cash 
and securities which participants must contribute 
to MCC’s participants’ fund, and (ii) modifies the 
manner in which interest earned on the partici- 
pants’ fund is allocated among the participants 
and MCC. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 19, 1981. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within twenty-one days 
from the date of publication in the Federal Regis- 
ter. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-MCC-81-8. 


Copies of the submission, with accompanying ex- 
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hibits, and of all written comments will be available 
for public inspection at the Securities and Ex- 
change Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of 
the filing will also be available at the principal of- 
fice of the above-mentioned self-regulatory organi- 
zation. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18186/October 19, 1981 


An order has been issued granting the application 
of the American Stock Exchange, Inc. to strike the 
6%% senior subordinated convertible debentures 
(due 1985) of PIONEER TEXAS CORPORATION 
from listing and registration thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18187/October 19, 1981 


In the Matter of Applications of the 
MIDWEST STOCK EXCHANGE, INC. 
For Unlisted Trading Privileges 
SECURITIES EXCHANGE ACT OF 1934 


FINDINGS AND ORDER GRANTING 
APPLICATIONS FOR UNLISTED TRADING 
PRIVILEGES 


The Midwest Stock Exchange (“MSE”) has filed 
applications with the Commission pursuant to Sec- 
tion 12(f)(1)(B) of the Securities Exchange Act of 
1934 (‘Act’) and Rule 12f-1 [17 CFR 240.12f-1] 
thereunder, for unlisted trading privileges in the 
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following securities which are listed on another na- 
tional securities exchange:' 


Chicago & North Western Transporta- 
tion Company 
Class A Common, $.28 Par Value 
(File No. 7-6057) 


Flow General Incorporated 
Common Stock, $.10 Par Value (File 
No. 7-6058) 


integrated Resources Incorporated 
Common Stock, $.10 Par Value (File 
No. 7-6059) 


Payless Cashways Incorporated 
Common Stock, $.50 Par Value (File 
No. 7-6060) 


The Commission finds that approval of the MSE’s 
applications for unlisted trading privileges in these 
securities is consistent with the maintenance of 
fair and orderly markets and the protection of in- 
vestors. As a national securities exchange regis- 
tered with the Commission pursuant to Section 6 
of the Act, the MSE is subject to the provisions of 
paragraph (b) of that section, and to the Commis- 
sion’s inspection authority and oversight responsi- 
bility under Sections 17 and 19 of the Act and the 
rules and regulations thereunder. In addition, 
transactions in the subject securities, regardless 
of the market in which they occur, are reported in 
the consolidated transaction reporting system con- 
templated by Rule 11Aa3-1 under the Act [17 
CFR 240.11Aa3—1]. The availability of last sale in- 
formation for the subject securities should contrib- 
ute to pricing efficiency and to ensuring that trans- 
actions on the MSE are executed at prices which 
are reasonably related to those occurring in other 
markets. Finally the Commission has received no 
comments indicating that the granting of these ap- 
plications would not be consistent with the mainte- 
nance of fair and orderly markets and the protec- 
tion of investors. The Commission further finds 
that approval of the MSE applications will provide 
increased opportunities for competition among 


brokers and dealers and among exchange mar- 
kets consistent with the purposes of the Act and 
the objectives of the national market system. 


ACCORDINGLY, IT IS ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the applications 
for unlisted trading privileges on the Midwest 
Stock Exchange in the above named securities 
are hereby approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18188/October 19, 1981 


In the Matter of Applications of the 
CINCINNATI STOCK EXCHANGE 

For Unlisted Trading Privileges 
SECURITIES EXCHANGE ACT OF 1934 


FINDINGS AND ORDER GRANTING APPLICA- 
TIONS FOR UNLISTED TRADING PRIVILEGES 


The Cincinnati Stock Exchange (“CSE”) has filed 
applications with the Commission pursuant to Sec- 
tion 12(f)(1)(B) of the Securities Exchange Act of 
1934 (“Act”) and Rule 12f-1 [17 CFR 240.12f-1] 
thereunder, for unlisted trading privileges in the 
following securities which are listed on another na- 
tional securities exchange:' 





1Notice of these applications was given by publi- 
cation in the Federal Register. 46 FR 48375 (Oc- 
tober 1, 1981). The Commission has received no 
comments with respect to these applications. 
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‘Notice of these applications was given by publi- 
cation in the Federal Register. 46 FR 48374 (Oc- 
tober 1, 1981). The Commission has received no 
comments with respect to these applications. 
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Mercantile Texas Corporation 
Common Stock, $5 Par Value (File 
No. 7-6055) 


Republic of Texas Corporation 
Common Stock, $5 Par Value (File 
No. 7-6056) 


The Commission finds that approval of the CSE’s 
applications for unlisted trading privileges in these 
securities is consistent with the maintenance of 
fair and orderly markets and the protection of in- 
vestors. As a national securities exchange regis- 
tered with the Commission pursuant to Section 6 
of the Act, the CSE is subject to the provisions of 
paragraph (b) of that section, and to the Commis- 
sion’s inspection authority and oversight responsi- 
bility under Sections 17 and 19 of the Act and the 
rules and regulations thereunder. In addition, 
transactions in the subject securities, regardless 
of the market in which they occur, are reported in 
the consolidated transaction reporting system con- 
templated by Rule 11Aa3-1 under the Act [17 
CFR 240.11Aa3-1]. The availability of last sale in- 
formation for the subject securities should contrib- 
ute to pricing efficiency and to ensuring that trans- 
actions on the CSE are executed at prices which 
are reasonably related to those occurring in other 
markets. Finally the Commission has received no 
comments indicating that the granting of these ap- 
plications would not be consistent with the mainte- 
nance of fair and orderly markets and the protec- 
tion of investors. The Commission further finds 
that approval of the CSE applications will provide 
increased opportunities for competition among 
brokers and dealers and among exchange mar- 
kets consistent with the purposes of the Act and 
the objectives of the national market system. 


ACCORDINGLY, IT IS ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the applications 
for unlisted trading privileges on the Cincinnati 
Stock Exchange in the above named securities 
are hereby approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





1238/SEC DOCKET 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 18189/October 20, 1981 


17 CFR Parts 240 and 249 


Proposed System of Classification of Smaller Issu- 
ers for Purposes of Exempting Them From Certain 
Reporting and Other Requirements. 


ACTION: Proposed rule and rule amendments, 
and proposed amendments to forms. 


SUMMARY: The Commission is proposing for 
comment a new rule and rule amendments which 
would exempt a class of smaller issuers from the 
registration and reporting provisions under the Se- 
curities Exchange Act of 1934. These proposals 
represent an effort by the Commission to alleviate 
the burdens imposed on small business in com- 
plying with the Securities Exchange Act of 1934 to 
the greatest extent possible consistent with the 
public interest and the protection of investors. 


DATE: Comments must be received on or before 
December 18, 1981. 


ADDRESSES: All communications on the matters 
discussed in the release should be submitted in 
triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Com- 
ments should refer to File No. S7-910 and will be 
available for public inspection and copying in the 
Commission’s Public Reference Room, 1100 L 
Street, N.W., Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: 
Suzanne Brannan (202/272-2644), Office of Small 
Business Policy, Division of Corporation Finance, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Securi- 
ties and Exchange Commission today announced 
that it is proposing a new rule and certain rule 
amendments to provide for a system of classifica- 
ticn of small issuers for purposes of exempting 
certain of them from the registration, reporting and 
other obligations under the Securities Exchange 
Act of 1934 (the “Exchange Act’) [15 U.S.C. 78a 
et seq.]|. The proposals are intended to provide a 
rational adjustment to the criteria for entry into or 
exit from the Exchange Act reporting system and 
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to eliminate the costs to the smallest issuers of 
complying with the registration and reporting pro- 
visions under that Act. 


|. Background 


On June 13, 1980, the Commission published an 
advance notice of rulemaking release announcing 
that it was considering the advisability of classi- 
fying companies under the Exchange Act so that 
defined classes of smaller issuers might have 
modified reporting and other requirements’ (‘‘Ad- 
vance Notice Release”). This effort was begun, in 
part, in response to critics who noted that the cost 
of compliance with Exchange Act reporting re- 
quirements is not only substantial in absolute 
amounts but is relatively greater for smaller 
companies than for larger issuers. As an example, 
it has been argued that the indiscriminate applica- 
tion of the disclosure provisions of the Exchange 
Act, which are intended primarily to ensure the 
continuous public availability of adequate informa- 
tion about companies with publicly traded securi- 
ties, imposes a relatively higher compliance bur- 
den for smaller companies which may, in turn, 
inhibit the capital raising efforts of new and 
growing enterprises. 


The scope of the registration and reporting provi- 
sions of the Exchange Act extends to all issuers 
presumed to be the subject of active investor inter- 
est in the over-the-counter market.* Specifically, 
the registration provisions of Section 12 extend to 
any company with both total assets in excess of 
$1 million and a class of equity securities held of 
record by 500 or more persons. Once registered, 
the Exchange Act requires the issuer to file the an- 
nual, quarterly and current reports prescribed by 
the Commission, to make and keep accurate 





'Consideration of a System of Classifying Smaller 
Issuers for Purposes of Modifying Certain Report- 
ing and Other Requirements, Securities Exchange 
Act Release No. 16866 (June 2, 1980) [45 FR 
40145] (hereinafter cited as “Advance Notice Re- 
lease’’). 


2Report of the Special Study of Securities Markets 
of the Securities and Exchange Commission, 
House Comm. on Interstate and Foreign Com- 
merce, H.R. Doc. No. 95, pt. 3, 88th Cong., 1st 
Sess. (1963) at 60-62. 
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books and records and devise and maintain a sys- 
tem of internal accounting controls in accordance 
with Section 13(b), and to comply with the proxy or 
information statement requirements of Section 14 
and the tender offer requirements of Section 
13(e). In addition, all officers, directors and ten 
percent shareholders of registered issuers must 
file certain ownership reports in accordance with 
Section 16(a) and are subject to the short-swing 
trading provisions of Section 16(b). Moreover, 
there are several other obligations which are 
imposed, in certain circumstances, upon persons 
owning, acquiring or exercising investment discre- 
tion with respect to securities which are registered 
under Section 12 including those of the tender of- 
fer requirements under Section 14. Issuers re- 
quired to file periodic reports are generally re- 
quired to provide the same type and quality of 
information regardless of their size. Similarly the 
proxy solicitation and information statement provi- 
sions do not make distinctions among issuers 
based on size. 


Section 15(d) of the Exchange Act provides that 
each issuer which files a registration statement 
which is declared effective pursuant to the Securi- 
ties Act of 1933 [15 U.S.C. 77a et seq.] (the “Se- 
curities Act’) must also file with the Commission 
such supplementary, periodic and current reports 
as may be required with respect to a security reg- 
istered pursuant to Section 12 of the Exchange 
Act for the fiscal year in which the registration 
statement becomes effective. The duty to file re- 
ports continues for any subsequent fiscal year un- 
less the securities of each class to which the reg- 
istration statement relates are held by less than 
300 persons at the beginning of the issuer's fiscal 
year. 


The Report of the Advisory Committee on Corpo- 
rate Disclosure (the “Advisory Committee Re- 
port”) and witnesses at the public Small Business 
Hearings held by the Commission concerning the 
impact of its rules and regulations on small busi- 
nesses cited a number of factors suggesting that a 
reduction in the compliance burdens imposed by 
the federal securities laws for small businesses 
might be warranted.* Following these hearings, 





3Report of the Advisory Committee on Corporate 
Disclosure to the Securities and Exchange Com- 
mission (hereinafter cited as the “Advisory Com- 
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the Commission undertook several initiatives to re- 
duce certain of the burdens imposed by the Secu- 
rities Act and the Trust Indenture Act of 1939 [15 
U.S.C. 77aaa, et seq.].4 The Commission today is 
addressing revisions to the disclosure provisions 
under the Exchange Act. In its advance notice re- 
lease the Commission requested commentators to 
focus on certain specified questions in seeking 
guidance generally on the desirability of imple- 
menting a classification system, and the criteria 
which could be used in grouping companies. The 
two most fundamental of the series of questions 
asked were: (1) whether small companies would 
derive benefits from a classification system that 
would provide for reduced disclosure for small is- 
suers under the Exchange Act, and whether such 
a system would be consistent with the protection 
of investors; and, (2) what criteria should the Com- 
mission use in establishing categories of issuers 
for a classification system, i.e. asset size, reve- 





FOOTNOTE—Continued 


mittee Report’) Committee Print 95-29 Cong., 1st 
Session, (1977); Summary of Comments Relating 
to Small Business Hearings and Proposed Form 
S-18, Division of Corporate Finance, Securities 
and Exchange Commission, File No. S7-734, 
question 12 at 71. 


4A summary of the Commission actions is set forth 
in Securities Act Release No. 6049 (April 3, 1979) 
[45 FR 21562] and Securities Exchange Act Re- 
lease No. 16866 (June 2, 1980) [45 FR 40145). 
Subsequently, in Securities Act Release No. 6299 
(March 19, 1981) [46 FR 18947], the Commission 
adopted amendments to Form S-18 that expand- 
ed the availability of the form to companies en- 
gaged in significant mining operations. As a result 
of that action, the Commission adopted similar 
amendments to Rule 242 in Securities Act Re- 
lease No. 6321 (June 11, 1981) [46 FR 31880]. 
Most recently, the Commission adopted amend- 
ments to the rules, forms and disclosure require- 
ments under Regulation A to comprehensively re- 
vise and update the disclosure requirements under 
that regulation in Securities Act Release No. 6340 
(August 7, 1980) [46 FR 41766]. Finally, in Securi- 
ties Act Release No. 6339 (August 7, 1981) [46 
FR 41791], the Commission proposed Regulation 
D which would coordinate the various limited offer- 
ing exemptions and streamline the existing re- 
quirements applicable to private offers and sales 
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nues, net worth, number of shareholders, or some 
combination of these?5 


In response to the advance notice release, the 
Commission received 67 written comments from 
businesses, attorneys and legal associations, ac- 
countants and accounting associations, trade as- 
sociations, venture capitalists, analysts, market 
makers, investment bankers and investors, banks, 
stock exchanges, state and federal agencies and 
academicians.® A substantial majority of the com- 
mentators favored a system of classifying smaller 
issuers for the purpose of reducing the reporting 
requirements under the Exchange Act. Cost sav- 
ings, resulting primarily from reduced use of out- 
side professionals as well as company employees, 
investment bankers and printers, were generally 
viewed by commentators as resulting in increased 
profits for small issuers and greater return to in- 
vestors and would encourage small issuers to 
raise capital through registered offerings and ex- 
pand their businesses. Several commentators in- 
dicated that the burdens of compliance with Ex- 
change Act disclosure requirements for small 
issuers outweighed the benefits to the public be- 
cause investors and stockholders often have nei- 
ther the need for nor the interest in the technical 
disclosure elicited since they rely primarily on oth- 
er sources of information such as direct communi- 
cation with company officials, company annual re- 
ports, and broker-dealers. In any case, financial 
analysts, who are often major users of reports filed 
with the Commission, generally do not follow 
smaller companies,’ and thus, to the extent that 





of securities. Proposed Regulation D would re- 
place and significantly revise the existing limited 
offering exemptions contained in Commission 
Rules 146, 240 and 242. 


5 Advance notice release, supra note 1, 45 FR at 
40151. 


Comments are available for public inspection and 
copying in File No. S7-837, in the Commission’s 
Public Reference Room, 1100 L Street, N.W., 
Washington, D.C. 


7The Financial Analysts Federation (‘““FAF’’) con- 
ducted a survey of research directors at the re- 
quest of the Advisory Committee to determine 
whether all publicly held companies are the focus 
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individuals benefit from analysts’ reviews, individ- 
uals probably do noi derive a benefit in this man- 
ner from Exchange Act reports of such issuers. 


Many suggestions were received for the criteria 
which could be used for classifying small issuers 
under the Exchange Act. The most frequently sug- 
gested criteria, usually in combination with each 
other and such other criteria as revenues and net 
worth, were asset size and shareholder number. 
Most commentators agreed that the shareholder 
number was generally indicative of investor inter- 
est in a company’s securities and, thus, of the 
need for continuous disclosure, and that an asset 
test was a simple and functional test of an issuer’s 
size in relation to the costs of complying with Ex- 
change Act reporting requirements. Consequently, 
there was substantial support for the criteria cur- 
rently contained in the Exchange Act and the rules 
thereunder. However, the commentators differed 
widely on the level of assets which should be used 
as a ceiling criteria. There was a consensus that 
the asset size test should be raised from $1 mil- 
lion, but commentators suggested such varied as- 
set levels ranging from $2 million to $100 million. 
Several commentators, however, endorsed the 
Commission’s suggestion that a simple inflationary 
adjustment of the million dollar asset requirement 
established by Congress in 1964 may be the most 
appropriate parameter for establishing a class of 
the very smallest companies.® 





FOOTNOTE—Continued 


of fundamental security analysis. The FAF’s re- 
sults indicate that smaller companies do not re- 
ceive the continued or widespread scrutiny of se- 
curity analysis. See the Advisory Committee 
Report, supra note 3 at 39-42. A similar study 
conducted by the Joint Industry/Government Com- 
mittee on Small Business Financing of the Nation- 
al Association of Securities Dealers, cited such 
factors as lack of liquidity, lack of independent re- 
search, price volatility, and the ‘prudent man” 
standard under the Employee Retirement Income 
Security Act as those usually cited by institutions 
as primary reasons for not investing in these 
companies. See Report of the Joint 
Industry/Government Committee on Small Busi- 
ness Financing, National Association of Securities 
Dealers, Inc., (May 22, 1979), at 15-16. 


8In the advance notice release, the Commission 


Volume 23, No. 16, November 3, 1981 





ll. Discussion 


In response to the comments received, the Com- 
mission is today proposing a new rule, designated 
Rule 12g-1, [17 CFR § 240.12g-1] under which 
issuers with less than $3 million in total assets 
would be exempt from the registration provisions 
of the Exchange Act.? Such issuers would, of 
course, not be required to file supplementary re- 
ports with the Commission or comply with the 
proxy or information statement requirements of 
Section 14. The Commission is also proposing an 
amendment to Rule 129-4 [17 CFR 
§ 240.12g—4]'° that would provide for termination 
of the registration of a class of securities under 
Section 12(g) and, therefore, of further disclosure 
obligations, when a company had less than 500 
shareholders and its total assets had not ex- 
ceeded $3 million for the company’s three most re- 
cent fiscal years, as reflected in the company’s 
last three annual reports filed with the Commis- 
sion. This is in addition to the current provision for 
termination of registration of any class of security 





stated that the price deflator for Gross Private 
Fixed Investment, which includes such business 
assets as plant and equipment, indicated that from 
1964 to 1979 prices rose 147 percent. Thus, $1 
million of a business’ total assets in 1964 would 
theoretically be valued at $2.47 million in 1979. 
These figures were updated by the Commission’s 
Directorate of Economic and Policy Analysis, and 
indications are that, as of 1980 figures, $1 million 
of a business’ total assets in 1964 would theoreti- 
cally be valued at $2.562 million. 


% The Commission is recommending, in conjunc- 
tion with proposed Rule 12g-1, essentially to re- 
scind current Rule 12g-1 [17 CFR § 240.12g-1] 
which was promulgated in order to provide an or- 
derly transition to the new requirements as en- 
acted in 1964 for affected companies. See, Secu- 
rities Exchange Act Release No. 7429 (September 
30, 1964) [29 FR 13462]. 


10 Currently, Rule 12g—4 provides for notice of ter- 
mination on Form 12g-4/15d-6 [17 CFR 
§ 249.323,333] if the number of holders of record 
of such equity class of security is held by less than 
300 persons. The Commission is also proposing 
technical amendments to the form to conform it 
with the substance of the proposals. 
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if the number of shareholders of such class of se- 
curities is reduced to less than 300 persons. 


The Commission is also proposing to extend sub- 
stantially similar relief to issuers required to report 
pursuant to Section 15(d). A proposed amendment 
to Rule 15d-6 [17 CFR § 240.15d-—6[ would per- 
mit an issuer to suspend its further disclosure obli- 
gations pursuant to Section 15(d) if the issuer had 
less than 500 shareholders and its total assets 
had not exceeded $3 million for each of its three 
most recent fiscal years, as reflected in the issu- 
ers last three annual reports filed with the Com- 
mission. The effect of the Rule 15d-6 amendment 
would thus be to permit those issuers who are eli- 
gible to sue the proposed amendment only after 
having been reporting companies for three years. 
The rationale for the requirement of a three year 
reporting obligation, as with the similar provisions 
proposed with respect to Section 12(g), is to less- 
en the frequency with which issuers may other- 
wise enter in or exit from the Exchange Act report- 
ing system.'' The Commission specifically directs 
attention to and requests comments on whether 
the effectiveness of the amendments proposed 
under Sections 12(g) and 15(d) should be delayed 
for a period of time so that shareholders of an is- 
suer currently reporting under the Exchange Act 
would have sufficient notice of an issuer’s poten- 
tial ability to terminate registration or suspend its 
duty to file reports. 


The Commission announced in the advance notice 
release that it was considering reducing or modi- 
fying the reporting requirements for a class or 
classes of smaller issuers but did not specify what 
modifications it might consider. The Commission 
is now proposing a system in which the smallest 
issuers would be completely exempt from the reg- 
istration requirements of the Exchange Act and is 
proposing additional standards by which registra- 
tion under Section 12(g) may be terminated or the 
duty to file reports in accordance with Section 





'! The Commission notes that, if the proposals 
published today are adopted, it is anticipated that 
the deferral for small insurance companies of the 
effective date of the quarterly reporting require- 
ments of Part | of Form 10-Q [17 CFR 
§ 240.308a] as provided by Rules 13a—13(c)(1) 
[17 CFR § 240.13a-13(c)(1)] and 15d-13(g)(1) 
[17 CFR § 240.15d-13(c)(1)] will not be extended. 
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15(d) may be suspended other than for the fiscal 
year in which the registration statement under the 
Securities Act was declared effective. 


The Commission considered a number of factors 
in formulating these proposals in recognition of the 
careful balancing it must undertake in evaluating 
the need by investors for continuous periodic dis- 
closure for purposes of secondary trading activity 
against the relatively higher time and expense bur- 
dens which the Exchange Act imposes on smaller 
versus larger issuers. First, the proposals repre- 
sent, in the Commission's view, a needed adjust- 
ment in the ceiling levels below which issuers 
need not report. It is generally acknowledged that 
the $1 million asset level established in 1964 is 
now an outdated measure because of the upward 
pressure inflation in the economy has placed on 
the valuation of an issuer’s assets.'? 


Second, the Commission considered the impact of 
the current reporting system on the ability of small 
issuers to raise capital. As indicated by commen- 
tators, the current reporting system and the ability 
of an issuer to assume the continuous reporting 
obligations imposed by the Exchange Act are sig- 
nificant factors in determining whether a company 
will proceed with plans to seek public capital. If, as 
commentators argue, alternative financing ar- 
rangements are also not available, the ability of a 
company to expand its operations is severely limit- 
ed. The Commission also notes that some com- 
mentators expressed the view that, even if there is 
a reduction in the costs associated with Exchange 
Act compliance, the reduced disclosure may ad- 
versely impact on an issuer’s ability to attract in- 
vestors and thereby may act to the long-term dis- 
advantage of an issuer's capital raising efforts. 
The Commission believes, however, that this is a 
factor to be weighed by the issuer, who is in the 
best position to evaluate its capital raising or li- 
quidity needs, when determining whether it should 
voluntarily report or utilize the exemptions af- 
forded by the proposed rules. 


Finally, the Commission considered whether the 
efficiency of the secondary trading markets of 
small issuers might be adversely affected by a 
change in the disclosure system. The Commission 
notes that rules governing the National Associa- 





12 Supra, note 8. 
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tion of Securities Dealers Automated Quotation 
System (“NASDAQ”), an automated inter-dealer 
quotation system for over-the-counter securities, 
require that an issuer of securities registered for 
trading on NASDAQ must be a reporting company 
under the Exchange Act. Thus, a company which 
seeks to have its shares traded by means of 
NASDAQ must comply with the Exchange Act, re- 
gardless of whether that company may otherwise 
be exempt under the proposed rules.'? Similarly, 
quotations for securities which are not listed on 
NASDAQ or on a national securities exchange are 
sometimes given by dealers in the National Quota- 
tion Bureau, Inc. It is often through this means that 
a secondary market is maintained for some of the 
smallest or least-traded issuers. Commission Rule 
15c2-11 [17 CFR § 240.15c2-11] requires that 
any broker-dealer submitting quotations for securi- 
ties maintain for investors either the most recent 
annual report of the issuer, if the issuer is a report- 
ing company, or the information prescribed by par- 
agraph (a)(4) of that rule. If the proposed rules are 
adopted, a broker-dealer submitting quotations for 
securities of an issuer that has elected the exemp- 
tion from the registration and reporting provisions 
in accordance with the proposed rules would, as in 
the case of all non-reporting companies, be re- 
quired to comply with paragraph (a)(4) of Rule 
15c2-11 unless the issuer is otherwise excepted 
from the requirements of the rule. Thus, the Com- 
mission believes that investors in the secondary 
market may elicit information necessary for invest- 
ment decisions from broker-dealers submitting 
quotations in the subject securities and, further, 
that any issuer who believes that additional infor- 
mation in the marketplace is needed to retain in- 
vestor interest and solidify a stable share price 
may voluntarily register as is currently permitted. 
The Commission invites comments on the effect of 
the proposals on the ability of the affected issuers 
to sustain trading activity. 





13Presently NASDAQ registration standards re- 
quire that companies must have total assets of $2 
million. See, Securities Exchange Act Release No. 
18054 (August 21, 1981) [46 FR 43341]. Thus, 
certain issuers with assets exceeding $2 million 
but less than $3 million may be eligible for 
NASDAQ registration even though they are ex- 
empted from Exchange Act reporting requirements 
pursuant to the proposals. 
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Ill. Synopsis 


The following discussion of the proposed new rule 
and rule amendments are intended to assist all 
persons in their understanding of the proposed ex- 
emptions under the Exchange Act. However, at- 
tention is directed to the text of the rules for a 
more complete understanding. 


A. Proposed Classification Scheme under Sec- 
tion 12(g) 


Section 12(g)(1) of the Exchange Act requires an 
issuer to register any class of equity securities if 
on the last day of the fiscal year of the issuer such 
securities are held of record by more than 500 per- 
sons and if the issuer’s total assets exceed $1 mil- 
lion. Proposed Rule 12g—1 would group small is- 
suers who now would become subject to the 
Exchange Act and exempt them from the registra- 
tion and reporting requirements if the issuers had 
less than $3 million in assets.'* Thus, if an issuer 
were not required to register its securities at the 
time proposed Rule 12g—1 were adopted, that is, 
the total assets of the issuer did not exceed $1 
million at its most recent fiscal year-end and its 
equity securities were held by fewer than 500 
shareholders, then that issuer would not be re- 
quired to register until such time as at a fiscal 
year-end its total assets exceeded $3 million and it 
had a class of equity securities held by more than 
500 persons. The Commission is also proposing to 
amend Rule 129-4 to provide that an issuer now 
subject to Exchange Act reporting requirements 
pursuant to Section 12(g) or an issuer who be- 
comes subject to reporting requirements after 
adoption of the proposals may be eligible to termi- 
nate its obligation at such time as the issuer 
certifies that it has fewer than 500 shareholders 
and its total assets have not exceeded $3 million 
on the last day of each of its last three fiscal years 
as reflected in the issuer's three latest annual re- 





14Currently issuers must exceed both of the crite- 
ria under Section 12(g) in order to become subject 
to the registration and reporting provisions of the 
Exchange Act; j.e., $1 million in total assets and a 
class of equity securities held by 500 sharehold- 
ers. Proposed Rule 12g—1 would, in effect, raise 
the $1 million total asset test to $3 million. See ex- 
amples 1 and 2 below. 
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ports filed pursuant to Commission rules. This is in 
addition to the current provision for termination of 
registration of a class of securities set forth in Sec- 
tion 12(g)(4) and Rule 12g—4 thereunder when the 
number of shareholders of such class is reduced 
to less than 300 persons. The proposed amend- 
ment is intended to provide an additional standard 
by which registration under Section 12(g) may be 
terminated, based primarily on the ability of an is- 
suer to bear the economic burden of compliance 
with the Exchange Act disclosure provisions. 


The following examples illustrate the operation of 
the proposed classification scheme under Section 
12(g): 


1. Proposed Rule 12g-1 becomes effective. Start- 
up Company A sells securities under Section 4(2) 
of the Securities Act every year thereafter for three 
years. It eventually has total assets of $10 million 
and has 450 shareholders. Company A does not 
have to register its securities under the current or 
proposed regulatory scheme since the number of 
shareholders does not exceed 500. 


2. Proposed Rule 12g-1 becomes effective. Com- 
pany B sells securities under Section 4(2) of the 
Securities Act every year thereafter for three 
years. Eventually it has total assets of $2.8 million 
and has 700 shareholders. Company B would not 
have to register its securities under new Rule 
12g-1 since its assets do not exceed $3 million. 
However, under the current regulatory scheme, 
Company B would be required to register its secu- 
rities since its assets exceed $1 million and it had 
more than 500 shareholders. 


3. Company C has been registered and reporting 
under Section 12(g) for four years and has con- 
sistently had $2.8 million in total assets and 450 
shareholders when proposed Rule 12g-1 and 
amendments to Rule 12g-4 become effective. 
Company C files a certification pursuant to the 
amendments to Rule 12g-—4 that it has fewer than 
500 shareholders and has had total assets not ex- 
ceeding $3 million on the last day of each of its 
last three fiscal years as reflected in its last three 
annual reports filed with the Commission. No fur- 
ther reports are made by Company C and its reg- 
istration is terminated. Under the current regula- 
tory scheme, the company must continue to be a 
reporting company since the number of sharehold- 
ers exceeds 300 persons. 
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4. Company D has consistently had $2.8 million in 
assets and 450 shareholders and has been regis- 
tered and reporting under Section 12(g) for four 
years. Proposed Rule 12g-1 and amendments to 
Rule 12g-4 become effective. Company D does 
not file a certification regarding its asset size and 
shareholder number. Instead it files its next quar- 
terly report, due two months after the effective 
date of the rule and amendments. Shortly before 
the end of its next fiscal year, the company deter- 
mines that it does not wish to continue as a report- 
ing company. It files a certification under the 
amendments to Rule 12g-4 and in ninety days or 
less its registration is terminated, and it is relieved 
of its further reporting obligations. 


5. At the end of its most recent fiscal year, Com- 
pany E has, for the first time, reached a total asset 
level over $1 million and has over 500 sharehold- 
ers. Rule 12g—1 and amendments to Rule 12g-4 
become effective. Company E has, prior to the ef- 
fective date of Rule 12g—1, incurred a duty to reg- 
ister its securities on Form 10; therefore the ex- 
emption provided by Rule 12g-1 is not available to 
Company E although Company E may fall below 
the 500 shareholder level later in the year. Com- 
peny E must register and file three annual reports 
with the Commission reflecting three consecutive 
fiscal years of total assets below $3 million, and 
have under 500 shareholders, before it is eligible 
to file a Form 12g—4/15d-6 to terminate its regis- 
tration. 


B. Proposed Classification Scheme Under Sec- 
tion 15(d). 


Section 15(d) of the Exchange Act differs from 
Section 12(g) in that the duty to file reports under 
the Exchange Act arises when the issuer has filed 
a registration statement for a public offering with 
the Commission which has become effective pur- 
suant to the Securities Act. An issuer’s further duty 
to file reports under the Exchange Act is automati- 
cally suspended for any fiscal year, other than for 
the fiscal year within which the registration state- 
ment became effective, if on the first day of such 
fiscal year the issuer has fewer than 300 share- 
holders of the issue of securities to which the reg- 
istration statement related. Rule 15d-6 [17 CFR 
§ 240.15d-6] provides a procedure for filing a no- 
tice to inform the Commission that the issuer's 
duty to file reports is suspended since the securi- 
ties to which the registration statement relates are 
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held by less than 300 persons at the beginning of 
the issuer’s fiscal year. 


The proposed amendment to Rule 15d-6 would 
provide an exemption from the reporting obliga- 
tions of Section 15(d) for any issuer whose total 
assets have not exceeded $3 million on the last 
day of each of its three most recent fiscal years as 
reflected in three annual reports filed with the 
Commission and that it has fewer than 500 share- 
holders at the beginning of its current fiscal year. 
At such time, the issuer would be eligible to file a 
notice of such suspension on Form 12g-4/15d-6. 
Following the current operation of Section 15(d), 
the proposed amendment would permit only a 
temporary suspension of the reporting duty only as 
long as the issuer remained below the ceiling lev- 
els. If on the first day of any subsequent fiscal 
year the issuer is unable to meet the terms of Rule 
15d-6, it must begin to report again and continue 
to report at least until the requisite three annual 
reports each reflecting less than $3 million in total 
assets are on file with the Commission and its 
shareholder number is reduced to under 500 per- 
sons. As with the proposed amendments to Rule 
129-4, the proposed exemption contained in Rule 
15d-6 provides an additional standard by which 
an issuer's duty to file reports may be suspended. 


The following examples illustrate the operation of 
the proposed classification scheme under Section 
15(d): 


1. The proposed amendment to Rule 15d-6 be- 
comes effective. Company A registers securities 
on Form S-18. Pursuant to Section 15(d), Compa- 
ny A is required to file a Form 10-K for the fiscal 
year in which the registration statement was de- 
clared effective. At the beginning of its next fiscal 
year, Company A has more than 300 shareholders 
and, thus, must continue to be a reporting compa- 
ny. If, after having filed three annual reports re- 
flecting that the company has had under $3 million 
in assets for three consecutive fiscal years, and 
the company has under 500 shareholders at the 
beginning of its next fiscal year, then Company A’s 
reporting duty would be suspended and Company 
A could file notification of that suspension on a 
Form 12g-4/15d-6. Under the current Section 
15(d) scheme, Company A’s reporting duty would 
not be suspended, since the number of sharehold- 
ers exceeded 300 persons. 
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2. The proposed amendment to Rule 15d-6 be- 
comes effective. Company B registers securities 
on Form S-18. Company B files a Form 10-K for 
the fiscal year in which its Form S-18 became ef- 
fective. On the first day of its next fiscal year Com- 
pany B has 290 shareholders and had $2.8 million 
in assets for its latest fiscal year. Company B’s 
duty to report under the Exchange Act is suspend- 
ed. Company B continues to have $2.8 million in 
assets and 290 shareholders for three years. In 
the fourth year, Company B has 301 shareholders. 
Company B must become a reporting company 
and it must have under 500 shareholders and file 
at least three consecutive annual reports showing 
total assets under $3 million before it could be- 
come eligible to use the proposed amendment to 
Rule 15d-6. 


3. The proposed amendment to Rule 15d-6 be- 
comes effective. Company C has a public offering 
of common stock on Form S-18. Company C files 
a Form 10-K for the fiscal year in which its Form 
S-18 became effective. On the last day of that fis- 
cal year it has $4 million in total assets and on the 
first day of the succeeding fiscal year, 600 share- 
holders. The exemption provided by proposed 
Rule 15d-6 is not available. In addition, Company 
C would become subject to Section 12(g) since 
the exemption provided by Rule 12g-1 is not 
available. If Company C subsequently has assets 
below $3 million for three consecutive fiscal years 
as reflected in three annual reports filed with the 
Commission, and has fewer than 500 sharehold- 
ers, Company C could terminate its registration 
under Section 12(g) pursuant to proposed Rule 
12g—4 and in such case its reporting burden would 
be suspended under Section 15(d) pursuant to 
proposed Rule 15d-6. 


IV. Technical Amendments 


The Commission is also proposing technical con- 
forming amendments to Rules 12g-2 [17 CFR 
§ 240.12g-2], 12h—-4 [17 CFR § 240.12h—4] and 
15d-1 [17 CFR § 240.15d—1]. Rule 12g-2' per- 
tains to securities required to be registered pursu- 
ant to Section 12(g)(1) of the Act but which were 





15 See, Securities Exchange Act Release No. 8573 
(April 17, 1969) [34 FR 7236] [adopting Rule 
12g-2]. 
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exempt by virtue of listing and registration on a na- 
tional securities exchange'’® or because they were 
issued by an investment company registered pur- 
suant to Section 8 of the Investment Company Act 
of 1940 [15 U.S.C. 80a-1 et seq.].17 Rule 12h-—4'8 
provides for the immediate suspension of an issu- 
er's duty to file reports required by Section 13(a) 
as to a class of securities subject to Section 15(d) 
for the balance of the issuer's fiscal year upon de- 
registration of that class of securities pursuant to 
Section 12(d) of the Exchange Act or the filing of a 
certification on Form 12g-—4/15d—6 with respect to 
that class. The rule further states that such sus- 
pension shall not be in effect for any subsequent 
fiscal year at the beginning of which securities of 
the de-registered class are held of record by 300 
or more persons. Finally, Rule 15d—1'° provides 
that every registrat under the Securities Act of 
1933 shall file an annual report, on the appropriate 
form for the fiscal year in which the registration 
statement under that Act became effective and for 
each fiscal year thereafter, unless the registrant is 
exempt from such filing by Section 15(d) of the Se- 
curities Exchange Act of 1934. 


The Commission notes further that proposals for 
amendment to Rule 12g3-22° [17 CFR 
§240.12g3-2] are not being made at this time 
since that rule is currently under review for possi- 
ble revision by the Commission. Rule 12g3-2 pro- 
vides exemptions for foreign issuers from Ex- 
change Act reporting and other requirements. The 





1645 U.S.C. 781(g)(2)(A). 


1715 U.S.C. 781(g)(2)(B). Section 8 of Investment 
Company Act of 1940 is codified at 15 U.S.C. 
80a-8. 


'® See, Securities Exchange Act Release No. 
16078 (August 2, 1979) [44 FR 46447] [adopting 
Rule 12h-4]. 


19 See, Securities Exchange Act Release No. 4194 
(January 17, 1949) [13 FR 9326] [adopting Rule 
150-1]. 


20 See, Securities Exchange Act Release No. 8066 
(April 28, 1967) [32 FR 7848] [adopting Rule 
1293-2]. 
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Commission is also proposing that Rule 12h-1?! 
[17 CFR §240.12h-1] be rescinded since the rule 
was designed to provide a temporary exemption 
for insurance companies from compliance with 
Section 12(g) in 1965. 


SUMMARY OF REGULATORY FLEXIBILITY 
ANALYSIS 


The Commission has prepared an Initial Regula- 
tory Flexibility Analysis in accordance with 5 
U.S.C. 603 regarding Rule 129-1 and the associ- 
ated amendments proposed herein. 


The analysis notes that Rule 12g—1 and the rule 
amendments are being proposed in response to 
commentary in recent years that the cost of com- 
pliance with Exchange Act reporting requirements 
is not only substantial in absolute amounts but 
also is relatively greater for smaller companies 
than for larger issuers. The summary reviews the 
description of the proposals and notes that under 
the proposals a number of small issuers which 
would otherwise remain subject to the Exchange 
Act, because they had over 300 shareholders, will 
be able to terminate their registration or suspend 
their reporting obligations, and many small 
companies which would otherwise become subject 
to the Exchange Act under Section 12(g) will have 
entry into the reporting system delayed or elimi- 
nated. Thus, many small issuers will be relieved of 
reporting expenses pursuant to these proposals. 


The Commission also stated in the summary that 
for purposes of the analysis therein the Commis- 
sion was using the definition for small business 
proposed in Securities Exchange Act Release No. 
17645 (March 20, 1981) [46 FR 19251], i.e. a 
small business is defined as any issuer whose to- 
tal assets on the last day of its most recent fiscal 
year were $2.5 million or less. The majority of the 
issuers who would be eligible to use the proposals 
would be small businesses under this definition. 
The proposals will not increase the Exchange Act 
reporting burden for any issuer, and no additional 
recordkeeping or reporting will be required except 
a certification/notification to the Commission of the 
termination of an issuer’s reporting duties which 





21 See, Securities Exchange Act Release No. 7562 
(April 2, 1965) [30 FR 4320] [adopting Rule 
12h-1]. 
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requires the issuer to indicate whether the issuer 
is terminating these duties pursuant to statute or 
Commission rule. Such a filing may require the 
skills of a professional familiar with the securities 
laws, and some services by management, but 
does not require any recordkeeping or reporting 
beyond that required by the Exchange Act up to 
the time of the effectiveness of the certifica- 
tion/notification. 


A copy of the initial Regulatory Flexibility Analysis 
may be obtained by contacting Suzanne Brannan, 
Office of Small Business Policy, Division of Corpo- 
ration Finance, U.S. Securities and Exchange 
Commission, 500 North Capitol Street, Washing- 
ton, D.C. 20549 at (202)/272-2644. 


TEXT OF PROPOSED RULES 


17 CFR Chapter II is proposed to be amended as 
follows: 


PART 240—GENERAL RULES AND REGULA- 
TIONS, SECURITIES EXCHANGE ACT OF 1934 


1. By revising §240.12g-1 to read as follows: 


§240.12g-1 Exemption from section 12(g). 


An issuer shall be exempt from the requirement to 
register any class of equity securities pursuant to 
section 12(g)(1) if on the last day of its most re- 
cent fiscal year the issuer had total assets not ex- 
ceeding $3,000,000. 


2. By revising §240.12g-—2 to read as follows: 


§240.12g-2 Securities deemed to be registered 
pursuant to section 12(g)(1) upon termination of 
exemption pursuant to section 12(g)(2)(A) or (B). 


Any class of securities which would have been re- 
quired to be registered pursuant to section 
12(g)(1) of the Act except for the fact that it was 
exempt from such registration by section 
12(g)(2)(A) because it was listed and registered 
on a national securities exchange, or by section 
12(g)(2)(B) because it was issued by an invest- 
ment company registered pursuant to section 8 of 
the Investment Company Act of 1940, shall upon 
the termination of the listing and registration of 
such class or the termination of the registration of 
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such company and without the filing of an addi- 
tional registration statement be deemed to be reg- 
istered pursuant to said section 12(g)(1) if at the 
time of such termination securities of the class are 
not exempt from such registration pursuant to sec- 
tion 12 or rules thereunder or all securities of such 
class are held of record by 300 or more persons. 


3. By revising §240.12g—4 to read as follows: 


§240.12g—4 Certifications of termination of regis- 
tration under section 12(g). 


Termination of registration of a class of securities 
shall take effect in 90 days, or such shorter period 
as the Commission may determine, after the issu- 
er certifies to the Commission on Form 12g-4/ 
15d-6 that the number of holders of record of 
such class of security is reduced to less than 300 
persons; or the number of holders of record of 
such class of security is reduced to less than 500 
persons and the total assets of the issuer have not 
exceed $3,000,000 on the last day of each of the 
issuer's three most recent fiscal years, as reflect- 
ed in the issuer’s three most recent annual reports 
filed with the Commission pursuant to Commission 
rules; Provided, however, That the issuer’s duty 
to file any reports required under section 13(a) 
shall be suspended immediately upon such certifi- 
cation; Provided further, That if the certification on 
Form 12-g4/15d-6 is subsequently withdrawn or 
denied, the registrant shall, within 60 days after 
the date of such withdrawal or denial, file with the 
Commission all reports which would have been re- 
quired to be filed had the certification on Form 
12g-—4/15d-6 not been filed. If the issuer had 
merged into, or consolidated with another issuer 
or issuers, the form shall be filed by the successor 
issuer. The form shall be filed in addition to any 
other report required to be filed with the Commis- 
sion in connection with the number of holders of 
record. 


4. By rescinding §240.12h-1. 
5. By redesignating §240.12h-2 as §240.12h-1. 
6. By redesignating §240.12h—-3 as §240.12h-2. 


7. By redesignating §240.12h-4 as §240.12h-3 
and revising paragraph (b) to read as follows: 


§240.12h-3 Partial exemption from section 15(d) 
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upon termination of registration under section 12. 


* * * * * 


(b) The suspension shall not be in effect for any 
subsequent fiscal year at the beginning of which 
securities of such class are held of record by 300 
or more persons or are not exempt by Rule 15d-6. 


* * * * * 


8. By revising §240.15d-1 to read as follows: 
§240.15d—1 Requirement of annual reports. 


Every registrant under the Securities Act of 1933 
shall file an annual report, on the appropriate form 
authorized or prescribed therefor, for the fiscal 
year in which the registration statement under the 
Act became effective and for each fiscal year 
thereafter, unless the registrant is exempt from 
such filing by section 15(d) of the Securities Ex- 
change Act of 1934 or rules thereunder. Annual 
reports shall be filed within the period specified in 
the appropriate report form. At the time of filing the 
annual report, the registrant other than a person 
registered under the Public Utility Holding Compa- 
ny Act of 1935 or the Investment Company Act of 
1940 shall pay to the Commission a fee of $250, 
no part of which shall be refunded. 


9. By revising §240.15d-6 to read as follows: 
§240.15d—6 Suspension of duty to file reports. 


(a) The duty of any issuer to file reports pursuant 
to section 15(d) of the Act as to any fiscal year 
other than the fiscal year within which such regis- 
tration statement under the Securities Act of 1933 
became effective shall be suspended if, 


(1) At the beginning of such fiscal year all securi- 
ties of each class registered under the Securities 
Act of 1933 are held of record by less than 300 
persons; or 


(2) At the beginning of such fiscal year all securi- 
ties of each class registered under the Securities 
Act of 1933 are held of record by less than 500 
shareholders and on the last day of each of the is- 
suer’s three most recent fiscal years total assets 
of the issuer have not exceeded $3,000,000, as 
reflected in the issuer’s three most recent annual 


1248/SEC DOCKET 


reports filed with the Commission pursuant to 
Commission rules. 


(b) If the duty of any issuer to file reports pursuant 
to section 15(d) of the Act as to any fiscal year is 
suspended in accordance with paragraph (a)(1) or 
(2) of this section, such issuer shall, within 30 
days after the beginning of the first such fiscal 
year, file a notice on Form 15d-6 informing the 
Commission of such suspension. If the suspension 
resulted from the issuer’s merger into, or consoli- 
dation with, another issuer or issuers, the notice 
shall be filed by the successor issuer. The notice 
shall be filed in addition to any other report re- 
quired to be filed with the Commission in connec- 
tion with the transaction or event giving rise to 
such suspension. 


PART 249—FORMS, SECURITIES EXCHANGE 
ACT OF 1934 


10. By revising §249.323 to read as follows: 


§249.323 Form 129-4, certification to termination 
of registration of a class of security under section 
12(g) of the Act. 


This form shall be filed by each issuer to certify 
that the number of holders of record of a class of 
security registered under section 12(g) of the Se- 
curities Exchange Act of 1934 is reduced to less 
than 300 holders, or that the number of holders of 
record of a class of security registered under sec- 
tion 12(g) of the Securities Exchange Act of 1934 
is reduced to less than 500 persons and the total 
assets of the issuer have not exceeded 
$3,000,000 on the last day of each of the issuer’s 
three most recent fiscal years, as reflected in the 
issuer’s three most recent annual reports filed with 
the Commission, pursuant to Commission rules. 
Registration terminates 90 days after the filing of 
the certificate or within such shorter time as the 
Commission may direct. Copies of this form may 
be obtained from the Commission on request. 


NOTE.—A binomial form for use also in reporting 
on Form 15d-6. 


11. By revising §249.333 to read as follows: 


§249.333 Form 15d-6, for suspension of duty to 
file reports pursuant to section 15(d) of the Securi- 
ties Exchange Act of 1934. 
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This form shall be filed by each issuer required to 
file reports pursuant to section 15(d) of the Securi- 
ties Exchange Act of 1934, as a notification that 
the duty to file such reports is suspended because 
at the beginning of the fiscal year in which such re- 
ports would be required all securities of each class 
of such issuer registered under the Securities Act 
of 1933 are held of record by less than 300 per- 
sons or because all securities of each class regis- 
tered under the Securities Act of 1933 are held of 
record by less than 500 shareholders and the total 
assets of the issuer have not exceeded 
$3,000,000 on the last day of each of the issuer's 
three most recent fiscal years as reflected in the 
issuer’s three most recent annual reports filed with 
the Commission, pursuant to Commission rules. 
This form shall be filed within 30 days after the be- 
ginning of such fiscal year to which it pertains. 
Copies of this form may be obtained from the 
Commission on request. 


NOTE.—A binomial form for use also in reporting 
on Form 129-4. 


STATUTORY AUTHORITY 

The foregoing rule, rule amendments and amend- 
ments to a form are proposed pursuant to Sec- 
tions 12(h) and 23(a) of the Securities Exchange 
Act of 1934 [15 U.S.C. 781, 78w]. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18190/October 21, 1981 


In the Matter of James S. Doyle and Thomas F. 
Ryan 
Admin. Proc. File No. 3-6063 


ORDER INSTITUTING PROCEEDINGS AGAINST 
JAMES S. DOYLE AND THOMAS F. RYAN 


The Securities and Exchange Commission (“Com- 
mission’) has ordered the institution of public 
administrative proceedings under the Securities 
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Exchange Act of 1934 (“Exchange Act’) against 
James S. Doyle of North Palm Beach, Florida and 
Thomas F. Ryan of Kings Park, New York, both of 
whom were formerly employed by a New York 
broker-dealer registered with the Commission. 
The proceedings are based on the fact that: 


(1) on December 7, 1978, final judgments of per- 
manent injunction were entered in the United 
States District Court for the Southern District of 
New York enjoining respondents Doyle and Ryan 
from violating Section 10(b) of the Exchange Act 
and Rule 10b-5 promulgated thereunder [SEC 
v. Russell Reed, et al., 78 Civil 5581 (HFW) 
(S.D.N.Y. 1978), and 


(2) on March 13, 1980, respondents Doyle and 
Ryan were convicted of all five counts of an indict- 
ment in the United States District Court for the 
Eastern District of New York which: 


(i) involved the purchase and sale of a 
security; 


(ii) arose out of the conduct of the busi- 
ness of a broker-dealer; 


(iii) involved the fraudulent conversion of 
funds and securities, and 


(iv) involved the violation of Section 
1341 of Title 18, United States Code 
[United States v. Russell Reed, et 
al., 79 Crim 585(s) (E.D.N.Y.) 
(GCP)]. 


A hearing will be scheduled by further order to 
take evidence of the staff's allegations and to af- 
ford the respondents an opportunity to offer any 
defenses thereto for the purpose of determining 
whether the allegations are true, and if so, what, if 
any, action of a remedial action should be ordered 
by the Commission. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 18191/October 21, 1981 


In the Matter of 
ROSMAR CORP. LTD., et al. 


The Securities and Exchange Commission (Com- 
mission) has ordered public administrative pro- 
ceedings under the Securities Exchange Act of 
1934 (Exchange Act) against Rosmar Corp. Ltd., 
Albert Allison, Louis Bortnick, Saul Nisker, Sam 
Sugarman, Harry Eckler, and Norman Kates. 
Rosmar Corp. Ltd. is a registered broker-dealer 
with its principal place of business in Toronto, 
Ontario, Canada. Mr. Allison is president of 
Rosmar. The other named individuals are persons 
who are or were associated with Rosmar. 


The Order for Proceedings alleges that Rosmar 
and the named individuals wilfully violated and wil- 
fully aided and abetted violations of the registra- 
tion requirements of the Securities Act of 1933 and 
various anti-fraud provisions of the Securities Act 
and the Exchange Act. 


The Order alleges that during the periods from 
about April 11, 1979 to about July 16, 1979, and 
from about December 1, 1979 to about April 30, 
1980, unregistered common stocks of Temple Ex- 
plorations Inc. and Thunderbolt Gas & Oil Explora- 
tions Inc., respectively, were offered for sale and 
sold to residents of the United States, in violation 
of Sections 5(a) and 5(c) of the Securities Act. 


The Order also alleges that in the offer and sale of 
such securities, residents of Canada were solic- 
ited to sell such securities to Rosmar; that resi- 
dents of the United States were solicited to pur- 
chase the securities from Rosmar, which shares 
were being concurrently or simultaneously ac- 
quired from Canadian residents; that purchasers 
residing in the United States were charged exces- 
sive prices for the shares, not reasonably related 
to Rosmar’s contemporaneous costs or to prevail- 
ing market prices; that Rosmar dominated and 
controlled the market in these stocks, and prices 
charged the purchasers were arbitrarily deter- 
mined and established; and that there was a fail- 
ure to disclose the above to purchasers residing in 
the United States. The Order alleges that such 
acts and practices violated Section 17(a) of the 
Securities Act, Section 10(b) and 15(c)(1) of the 
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Exchange Act, and Rules 10b-3, 10b-5 and 
15c1-2 thereunder. Mr. Kates is not charged with 
any violations in connection with the sale of the 
stock of Thunderbolt Gas & Oil Explorations Inc. 


The Order also alleges that during the relevant pe- 
riods of time involved, Rosmar and Mr. Allison wil- 
fully violated Section 10(b) of the Exchange Act 
and Rule 10b-6 thereunder, by purchasing shares 
of Temple Explorations and Thunderbolt Gas & Oil 
Explorations while engaged in the distribution of 
such shares and inducing other persons to pur- 
chase the shares, prior to completion of the distri- 
bution. 


The Order also alleges that Rosmar and Mr. 
Allison failed reasonably to supervise the other 
named individuals with a view to preventing the vi- 
olations alleged. 


Simultaneously with the institution of proceedings, 
the Commission accepted an offer of settlement 
submitted by Rosmar Corp. Ltd. and Albert Allison, 
whereby, without admitting or denying the allega- 
tions contained in the Order for Proceedings, 
Rosmar and Allison consented to findings by the 
Commission that they wilfully violated Sections 
5(a), 5(c) and 17(a) of the Securities Act; Section 
10(b) of the Exchange Act; and Rules 10b-5 and 
10b-6 thereunder; and that Rosmar wilfully vio- 
lated, and Allison wilfully aided and abetted viola- 
tions of Sections 10(b) and 15(c)(1) of the Ex- 
change Act, and Rules 10b-3 and 15c1-2 
thereunder. Rosmar consented to the revocation 
of its broker-dealer registration and Allison con- 
sented to his being barred from association with 
any broker-dealer (See Exchange Act Release 
No. 18192, entitled Findings and Order Imposing 
Remedial Sanctions). 


A hearing will be scheduled with respect to the 
other remaining Respondents in the proceeding to 
determine whether the allegations in the Order for 
Proceedings are true, and, if so, to decide what, if 
any, remedial sanctions would be appropriate and 
should be ordered by the Commission. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 18192/October 21, 1981 


Admin. Proc. File No. 3-6065 
In the Matter of 


ROSMAR CORP. LTD.; 
100 Adelaide Street West 
Toronto, Ontario, Canada 
M5H 1S5 

(8-07087) 


ALBERT ALLISON 

Park Towers East 

400 Walmer Road 
Toronto, Ontario, Canada 
M5P 2X7 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these broker-dealer proceedings under the Se- 
curities Exchange Act of 1934 (“Exchange Act’), 
Rosmar Corporation Limited (“Registrant”), a reg- 
istered broker-dealer, and Albert Allison (‘‘Alli- 
son’), President of Registrant, have submitted an 
offer of settlement,’ which the Commission has 
determined to accept. Solely for the purpose of 
these proceedings and any other proceedings pur- 
suant to specified sections of the Exchange Act, 
the Investment Company Act of 1940 and the In- 
vestment Advisers Act of 1940, and without 
admitting or denying the allegations contained in 
the Order for Proceedings, Registrant and Allison 
consent to the findings? and sanctions set forth 
below. 


On the basis of the Order for Proceedings and the 
offer of settlement, the Commission finds that: 


1. During the periods from about April 11, 1979 to 
about July 16, 1979, and from about December 3, 





1 The Order instituting proceedings was issued si- 
multaneously with the Commission’s acceptance 
of their offer of settlement. 


2 The findings herein are not binding on any other 
respondent named in these proceedings. 
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1979 to about April 30, 1980, respectively, Regis- 
trant and Allison wilfully violated Sections 5(a) and 
5(c) of the Securities Act of 1933, in the offer to 
sell; the sale; and delivery after sale of shares of 
the common stock of Temple Explorations Inc. and 
Thunderbolt Gas & Oil Explorations Inc., respec- 
tively. 


2. During the periods from April 1, 1979 to about 
July 16, 1979, and from about December 1, 1979 
to about April 30, 1980, respectively, Registrant 
and Allison wilfully violated Section 17(a) of the 
Securities Act of 1933; Section 10(b) of the Ex- 
change Act, and Rules 10b-5 and 10b-—6 thereun- 
der, in the offer for sale and sale of, and in con- 
nection with the purchase and sale of, common 
stock of Temple Explorations Inc., and Thunder- 
bolt Gas & Oil Explorations, Inc. respectively. 


3. During the periods from about April 1, 1979 to 
about July 16, 1979, and from about December 1, 
1979 to about April 30, 1980, respectively, Regis- 
trant wilfully violated, and Allison wilfully aided and 
abetted violations of Sections 10(b) and 15(c)(1) 
of the Exchange Act and Rules 10b-3 and 15c1-—2 
thereunder, in connection with the purchase and 
sale of common stock of Temple Explorations Inc. 
and Thunderbolt Gas & Oil Explorations Inc., re- 
spectively. 


Accordingly, IT |S ORDERED that: 


(1) The registration as a broker and 
dealer of Rosmar Corporation Limit- 
ed be, and it hereby is, revoked, and 
that; 


(2) Albert Allison be, and he hereby is, 
barred from being associated with 
any broker or dealer. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 
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SEE 


SECURITIES ACT OF 1933 
Release No. 6357/October 21, 1981 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18194/October 21, 1981 


Administrative Proceedings File No. 3-6066 
In the Matter of 

BROOKS HAMBURGER SATNICK, INC. 
(8-17617) 


ORDER INSTITUTING PROCEEDINGS, FIND- 
INGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


The Commission deems it appropriate in the pub- 
lic interest that public administrative proceedings 
be instituted against Brooks Hamburger Satnick, 
Inc. (“Registrant”), a registered broker-dealer lo- 
cated at 80 Broad Street, New York, New York, 
pursuant to Sections 15(b) and 19(h) of the Secu- 
rities Exchange Act of 1934 (‘Exchange Act’). 


In anticipation of the institution of public adminis- 
trative proceedings, Registrant has submitted an 
Offer of Settlement (‘Offer’). For the purpose of 
this proceeding and any other administrative pro- 
ceeding in which the Commission or any other se- 
curities regulatory or self-regulatory body is a 
party, Registrant by its Offer consents to the find- 
ings and sanctions set forth below without 
admitting or denying the allegations in the Order 
for Proceedings, and the findings herein. 
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After due consideration of the Offer and upon the 
recommendation of the staff, the Commission has 
determined that it is in the public interest to accept 
such Offer and, accordingly, IT IS ORDERED that 
proceedings pursuant to Sections 15(b) and 19(h) 
of the Exchange Act be and they hereby are insti- 
tuted. 


IV 


On the basis of this Order and the Offer, it is found 
that: 


From on or about January 1980 to April 1980 Reg- 
istrant wilfully violated and wilfully aided and 
abetted violations of Section 17(a) of the Securi- 
ties Act of 1933 (“Securities Act’) by engaging in 
a course of business in which it acted as an 
undisclosed underwriter in the offering of Hastings 
Industries Inc. (‘Hastings Industries”) securities to 
the public pursuant to Regulation A of the Securi- 
ties Act. In addition, Registrant, in offering and 
selling Hastings Industries securities to its custom- 
ers, failed to inform its customers of the role which 
a control person of Hastings Industries, a con- 
victed securities violator, played in the operations 
of Hastings Industries. 


V 


In view of the foregoing, it is in the public interest 
to impose the sanctions specified by Registrant in 
its Offer. Accordingly, IT IS ORDERED that: 


A. Registrant be barred from participating as an 
underwriter in any offering of securities made pur- 
suant to Regulation A under the Securities Act 
provided that two years and six months after the 
effective date of this Order, Registrant may apply 
to the Commission for leave to participate as an 
underwriter in offerings of securities made pursu- 
ant to Regulation A under the Securities Act. 


B. Registrant shall retain a person not affiliated 
with the firm at the time these violations were 
committed to act as its compliance officer with re- 
spect to all aspects of the handling of retail ac- 
counts including, but not limited to, supervision of 
(1) the registered representatives employed by 
Registrant and (2) back office procedures. 
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The sanctions ordered herein shall become effec- 
tive immediately. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18195/October 21, 1981 


REQUEST FOR COMMENTS ON ISSUES TO BE 
ADDRESSED BY ADVISORY COMMITTEE ON 
SHAREHOLDER COMMUNICATIONS 


ACTION: REQUEST FOR COMMENTS BY ADVI- 
SORY COMMITTEE. 


SUMMARY: The Advisory Committee on Share- 
holder Communications, through the facilities of 
the Commission, is soliciting public comment on 
several specific issues to be addressed by the 
Committee in connection with its consideration of 
ways to improve the process by which issuers 
communicate with the beneficial owners of securi- 
ties registered in the name of a broker-dealer 
(“street name’), bank or other nominee. 


DATE: Comments should be received by the Com- 
mission on or before December 5, 1981. 


ADDRESSES: All comments should be submitted 
in triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Comment 
letters should refer to File No. S7-911. All com- 
ments received will be available for public inspec- 
tion and copying at the Commission's Public Ref- 
erence Room, 1100 L Street, N.W., Washington, 
D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: 
Gregory H. Mathews, Office of Disclosure Policy, 
Division of Corporation Finance, Securities Ex- 
change Commission, Washington, D.C. 20549, 
(202) 272-2589. 


SUPPLEMENTARY INFORMATION: At the re- 
quest of the Advisory Committee on Shareholder 
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Communications (the “Committee’’), the Securi- 
ties and Exchange Commission today published 
the Committee’s request for public comments on 
several issues it is addressing. The Commission 
wishes to note that this solicitation is being made 
solely by the Committee and that the Commission 
merely is providing its facilities to assist the Com- 
mittee in soliciting public comment from the widest 
possible public audience. 


On April 10, 1981, the Securities and Exchange 
Commission announced the appointment of the 
Committee whose charter is to consider: (1) de- 
lays in proxy distribution and voting with respect to 
securities held by a participant in a depository on 
behalf of non-participants; (2) delays in proxy dis- 
tribution and voting with respect to securities held 
in the name of broker-dealers (“street name’’) or in 
the name of a bank nominee; (3) the feasibility of 
providing a means for issuers to identify the bene- 
ficial owners of street or other nominee name se- 
curities; and (4) inconsistent practices relating to 
the dissemination of non-proxy corporate commu- 
nications to the beneficial owners of nominee held 
securities. The Committee believes it is important 
that it be apprised of the viewpoints on these sub- 
jects of all persons and entities associated with, 
and affected by, the shareholder communications 
process, including members of the general public, 
individual shareholders whose stock is held in 
street or nominee name, issuers, banks, broker- 
dealers and transfer agents. 


This release describes, among other things, a 
number of specific suggestions for improving the 
processes by which issuers communicate with 
their beneficial owners. The Committee is raising 
these suggestions for public discussion and is not, 
at this time, endorsing any of them. In view of the 
nature of these suggestions, the Committee 
strongly encourages persons and organizations 
with practical experience and expertise in these 
matters to comment upon the technical feasibility 
and costs of the proposals and to present 
alternatives which might better accomplish the 
same objectives. Comments should include, to the 
extent feasible, detailed empirical and experiential 
material in support of any conclusions, opinions or 
positions. Accordingly, the Committee hereby in- 
vites all interested parties to submit their views, in 
writing, on any or all of the issues set forth below 
or on any other matter relating to the process by 
which issuers and beneficial security owners of 
street or nominee held stock communicate. 
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ISSUES TO BE ADDRESSED 


|. Improving Existing Procedures Relating to Distri- 
bution of Proxy Materials and Annual Reports 


A. What aspects of the existing process for 
disseminating proxy material and annual reports 
(hereinafter referred to as proxy material) to the 
beneficial owners of street and nominee held se- 
curities cause the greatest problems for: (1) bene- 
ficial owners, (2) issuers, and (3) broker-dealers, 
banks, voting trustees or other nominees? In order 
to place any such problems in their proper context, 
please indicate, if possible, the percent of the se- 
curities of public corporations which is registered 
in street or other nominee name. 


B. How can broker-dealers, banks and other nomi- 
nees respond more promptly to issuer inquiries 
about the number of their customers who benefi- 
cially own street or nominee held securities? 


C. How can issuers shorten the time currently 
taken to provide broker-dealers, banks or other 
nominees with the sets of proxy material they have 
requested? 


D. How can broker-dealers, banks and other nomi- 
nees shorten the time currently taken to mail the 
sets of proxy material they have received from is- 
suers? 


E. Existing Rule 14a—3(d) requires that if the issu- 
er knows that securities of a class entitled to vote 
at a meeting are held of record by broker-dealers, 
banks, or other nominees, the issuer shall inquire 
of such record holders ten days prior to the record 
date for the shareholders’ meeting in order to de- 
termine the number of sets of proxy material 
needed for such nominees to distribute the materi- 
als to their customers who beneficially own the se- 
curities registered in street or nominee name. Is- 
suers currently must supply the requested sets of 
proxy material “in a timely manner.” 


Existing Rule 14b-1 requires brokers to respond 
promptly to issuer inquiries made pursuant to Rule 
14a-3(d). Upon receipt of the proxy material and 
assurance that its reasonable expenses will be 
paid by the issuer, the broker must forward such 
materials promptly to customers with securities 
held of record by the broker or its nominee. 
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The Committee has under study the following pre- 
liminary proposals to improve the operation of ex- 
isting Rule 14a—3(d) and Rule 14b-1: 


1. A requirement that issuers make the 
inquiry of nominee record owners 
twenty or thirty days (or some other 
appropriate number of days) in ad- 
vance of the record date for the 
shareholders’ meeting instead of the 
present ten day advance notice 
standard; 


. A requirement that issuers send 
proxy materials to broker-dealers, 
banks, voting trustees or other nomi- 
nees no less than thirty days (or 
some other appropriate number of 
days) prior to the meeting of share- 
holders; 


. Assuming issuers have sent proxy 
materials to nominees at least thirty 
days (or some other appropriate 
number of days) prior to the meeting 
date, a requirement that broker- 
dealers mail the proxy materials to 
beneficial owners twenty days (or 
some other appropriate number of 
days) prior to the shareholders’ meet- 
ing; 


.A requirement that broker-dealers 
send proxy material to beneficial 
owners by first class mail; 


.A requirement, pursuant to Section 
17A of the Securities Exchange Act 
or otherwise, that depositories re- 
quire banks, as a condition for their 
participation in the depository sys- 
tem, to agree to disclose to issuers, 
upon their request, the identities of 
correspondent banks for whom they 
hold securities in nominee name, so 
that issuers will have the same level 
of information that they had prior to 
the advent of the layering of bank 
nominee ownership through deposi- 
tories. Are these proposals practical, 
what are their advantages and disad- 
vantages, and would they expedite 
the distribution of proxy materials? 
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What should the penalty be for failure 
to comply with such existing or 
amended rules? 


F. What additional steps can the stock exchanges 
and the National Association of Securities Dealers 
(“NASD”) take to improve the way in which issu- 
ers and/or broker-dealers disseminate proxy mate- 
rials? 


G. The great majority of nominee held securities 
are held by banks. The Committee believes that a 
significant amount of such holdings represent se- 
curities placed in custody (safekeeping) accounts 
by correspondent banks and other bank custom- 
ers. Banks do not vote the uninstructed shares of 
their custody account holders. Moreover, banks 
are not currently subject to any regulatory require- 
ments regarding the dissemination of issuer proxy 
material to beneficial owners. Presently initiatives 
are being undertaken within the banking communi- 
ty to improve their proxy soliciting performance. If 
such efforts do not succeed, should legislation be 
recommended in order to require that bank nomi- 
nees report to issuers the number of bank custom- 
ers beneficially owning the issuer's securities and, 
upon receipt of the requisite number of sets of 
proxy material, to disseminate proxy material to all 
beneficial owners of securities held in the name of 
bank nominees? 


H. Should internal bank procedures be revised in 
order that the following records be kept with re- 
spect to proxy handling procedures: 


1. Search card mailing dates; 
2. Receipt dates of proxy materials, and 
3. Mailing dates to beneficial owners? 


|. It has been suggested that a major reason why 
annual meetings are held between March and 
June is the existing requirement that proxy materi- 
al relating to an annual meeting at which directors 
are to be elected must be accompanied or pre- 
ceded by an annual report containing certified fi- 
nancial statements. If this requirement were 
amended to permit distribution of such an annual 
report along with interim unaudited quarterly re- 
ports covering the period since the end of the last 
fiscal year, would issuers prefer to hold their 
shareholders’ meeting at some time other than 
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during the period between March and June? 
Would such changes in the dates of annual meet- 
ings improve the process of distributing proxy ma- 
terials? 


ll. Improving Existing Proxy Voting Procedures 


A. Existing rules of the stock exchanges permit 
member organizations to vote the nominee-held 
securities of their customers without instructions 
on any matter which is uncontested, adequately 
disclosed and does not involve authorization for a 
merger, consolidation or any other matter which 
may substantially affect the rights or privileges of 
shareholders. The rules provide that if the proxy 
material is transmitted to beneficial owners at 
least twenty-five days before the meeting the bro- 
ker can vote the uninstructed shares fifteen days 
before the meeting. If the proxy material is 
transmitted at least fifteen days prior to the meet- 
ing, then the broker can vote uninstructed shares 
ten days before the meeting. If the proxy material 
is mailed less than fifteen days in advance of the 
meeting, then member organizations are not 
permitted to vote on any matter without instruc- 
tions from the beneficial owners. The Rules of Fair 
Practice of the NASD permit its members to vote 
customer shares if they comply with the pertinent 
rules of one of the exchanges. These self- 
regulatory rules permitting broker-dealer voting 
collectively are referred to as “the ten-day rules.” 
Under the present system, when broker-dealers 
exercise their right to vote shares without instruc- 
tions, they vote “for” the issuer's nominees and 
positions. 


1. Should the uninstructed shares of 
beneficial owners be voted for quo- 
rum purposes only? 


. Should the existing restrictions as to 
the matters on which broker-dealers 
are permitted to vote uninstructed 
customer proxies be eliminated or re- 
laxed? 


. Should broker-dealers establish pro- 
cedures whereby the beneficial own- 
ers of securities held in the name of 
such broker-dealers can more readily 
avail themselves of the opportunity to 
designate their broker-dealer to be 
their voting fiduciary? Such Fiducia- 
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ries would have responsibility for 
voting shares in a manner that serves 
the interests of the beneficial owners 
when proxy materials have been dis- 
tributed, but voting instructions from 
the beneficial owners have not been 
received, by a specified number of 
days in advance of the shareholders’ 
meeting? 


. The Committee has under study a 
preliminary proposal to recommend 
amendment of the proxy rules of the 
stock exchanges. It is proposed that 
in order for issuers to obtain the req- 
uisite yes or no vote on various sub- 
stantive business matters, such as 
recapitalizations, mergers and stock 
options, which at present often fail for 
lack of the required number of voted 
shares, member organizations be re- 
quired to vote the uninstructed 
shares of beneficial owners propor- 
tionately. Unvoted shares of benefi- 
cial owners would be voted only in 
the same percentages on various 
questions as the vote of certain other 
proxies that had been recorded. 


a. Under this proposal, should broker- 
dealers be required to give a proxy to 
the issuer which states that the 
uninstructed shares of their custom- 
ers shall be voted in the same portion 
as the votes cast by all other security 
holders voting either by proxy or at 
the meeting of security holders? or 


b. Should broker-dealers be required 
to give a proxy to the issuer which 
states that the uninstructed shares 
portion as the votes cast by all bene- 
ficial owners providing instructions to 
nominees? or 


c. Should each broker-dealer be re- 
quired to vote uninstructed shares in 
the same proportion as the votes cast 
by his customers who provide voting 
instructions? 


d. Under this proposal should there 
be restrictions on the type of voting 
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questions or issues (€.g., proxy con- 
tests, shareholder proposals) for 
which this procedure should be 
permitted? 


e. Should banks revise their stand- 
ard custody account agreements ina 
manner which gives bank nominees 
authority to vote uninstructed shares 
proportionately, as outlined above, 
where the bank has mailed proxy ma- 
terial to account holders at least 
twenty days in advance of the meet- 
ing date and has received no voting 
instructions by the tenth day before 
the meeting date? 


. Should the present or expanded ten- 
day rules, and related proxy voting 
mechanisms, be more explicitly ex- 
plained to beneficial owners at the 
time they make the decision not to be 
the record owner of the securities? If 
so, how should this be accomplished 
in the case of broker-dealers and in 
the case of other nominees? 


B. What is the experience of issuers in recent 
years with respect to: (1) the percent of shares 
voted for quorum purposes and (2) the percent of 
shares voting on substantive matters for which 
broker-dealers are not permitted to vote, pursuant 
to the ten-day rules, without customer instruc- 
tions? 


C. Are foreign shareholders in American corpora- 
tions reluctant to vote? If so, does this pose a 
problem for (1) quorum purposes, and (2) routine 
or substantive matters to be acted on at share- 
holders’ meetings? 


Ill. Improving Existing Procedures Relating to Dis- 
tribution of Non-Proxy Corporate Communica- 
tions (i.e. interim reports, letters, surveys) 


A. The existing rules of the stock exchanges re- 
quire listed companies to publish interim financial 
statements, but do not require that such informa- 
tion be distributed to shareholders, although such 
distribution is encouraged. However, the rules of 
the stock exchanges require that such information 
be distributed to beneficial owners by member or- 
ganizations upon request from the issuer and as- 
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surance that their reasonable expenses will be re- 
imbursed. 


1. Do some issuers disseminate certain 
non-proxy corporate communications 
only to record security holders and 
not to beneficial owners of street or 
other nominee held securities? 
Should issuers be required to dis- 
close their procedures in this regard? 


. Should issuers be required to send 
the same non-proxy communications 
to beneficial owners that they send to 
other security holders of record? 


. Should issuers be required to dissem- 
inate interim reports to shareholders 
pursuant to a rule similar to Rule 
14a-3(d)? 


. Should there be a distinction between 
larger and smaller companies in con- 
nection with any requirements for the 
dissemination of non-proxy corporate 
communications? 


If so, what should be the basis for any 
such distinction? 


B. Are issuers aware that beneficial owners of 
street or nominee held securities normally will not 
receive the issuer's interim reports and other non- 
proxy corporate communications unless the issuer 
makes an inquiry of all nominees in a manner sim- 
ilar to the inquiry issuers undertake in connection 
with the dissemination of proxy materials? 


C. What other aspects of the existing system for 
conveying non-proxy communications from issuers 
to beneficial owners of street or nominee held se- 
curities cause the greatest problems for: (1) bene- 
ficial owners, (2) issuers, and (3) broker-dealers, 
banks, voting trustees or other nominees? 


IV. Feasibility of a Direct Communication System 


In response to a number of comments and com- 
plaints from shareholders of issuers, the Commit- 
tee has under study a preliminary proposal which 
would recommend that broker-dealers, banks, 
voting trustees and other nominees be required to 
provide the identities and ownership positions of 
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their non-objecting beneficial owners to the issu- 
ers of such stock, or their designated agent, at 
least once per year as of the record date for the is- 
suer’s shareholders’ meeting. There are a variety 
of views within the committee itself as to the ulti- 
mate feasibility and cost-effectiveness of any such 
system of direct communication. The presentation 
of this preliminary proposal is not to be taken as 
an endorsement by the Committee, at this time, of 
any such system. 


Under this system, nominees would be required to 
inquire of their beneficial owners as to whether 
they would object to the release of their identities 
to issuers for the specific purpose of direct com- 
munication between the issuer and the beneficial 
owner. Inquiry of new accounts would be made by 
including a statement authorizing release of own- 
ership information in the agreement the customer 
signs as part of the account opening procedures. 
Inquiry of existing accounts would be made by 
mail. The inquiry of existing accounts would pro- 
vide for a yes or no response and would indicate 
that unless a no response was received by the in- 
termediate record owner, identity and ownership 
position information would be provided to the issu- 
er for so long as the beneficial owner continued to 
not object. All inquiries would include a represen- 
tation of confidentiality which would preclude the 
use, by the issuers or their agents, of this informa- 
tion for any purpose other than corporate commu- 
nications. 


Nominees would be required to maintain a list of 
all beneficial owners coded or separated into ob- 
jecting and non-objecting groups and to make the 
list of non-objecting beneficial owners available to 
issuers at the appropriate time. 


Prior to the record date for their shareholders’ 
meeting, issuers would be able, by use of a search 
card similar to the one presently used (see Rule 
14a-3(d) of the Securities Exchange Act), to re- 
quest from such nominees a list of the identities of 
their non-objecting beneficial owners and their 
share balances. The search card would set forth 
the issuer’s responsibility for communicating with 
the non-objecting beneficial owners and its obliga- 
tion to otherwise safeguard the confidentiality of 
the information received. The search card would 
indicate the record and meeting dates and to 
whom the information should be delivered. The 
search card also would request information as to 
the number of sets of material the nominee re- 
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quired in order to distribute proxy material to the 
objecting beneficial owners. The nominee would 
be required to respond by providing, within five 
business days after the record date, the required 
information in at least two uniform formats—one 
hard copy and one set of labels. Issuers wishing to 
receive the information by other means, or in other 
formats, could make such arrangements with indi- 
vidual nominees, where possible. 


Where an intermediary maintains other intermedi- 
ate record owners, such as correspondent banks, 
on its list of beneficial owners, the first intermedia- 
ry would be responsible for forwarding the issuer’s 
search card to the other intermediary, so that the 
latter could provide a list of its beneficial owners 
directly to the issuer. 


Issuers, or their agents, would receive the lists 
and labels of the beneficial owners from the 
various intermediaries beginning approximately 
five days after their record date. The issuers would 
be responsible for collecting, collating and main- 
taining these lists in the manner best suited to 
their efficient use for the purpose of direct commu- 
nication with shareholders. Each issuer would 
then mail its proxy material directly to beneficial 
owners who would return their marked proxies di- 
rectly to the issuer, or its agent. In some cases, 
such as those involving objecting beneficial own- 
ers or other exceptions to the rules, proxy commu- 
nications would continue to be handled in the 
present manner. 


In connection with this proposal, commentators 
are urged to consider the following questions: 


A. Are the two formats for response (hard copy 
and labels) described above technically practica- 
ble? Would the means of transmitting beneficial 
owner information have to be standardized and, if 
so, in what manner? If not, could issuers ade- 
quately assimilate into their computer systems the 
variety of formats (tape, paper, etc.) in which the 
information might be received from hundreds of 
nominees? Would some issuers have to process 
these lists by hand? Would it be practical to re- 
quire that each nominee supply a printout of 
names and shareholdings and, if so, could this for- 
mat be more easily assimilated? 


B. In analyzing costs, the Committee believes it 
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would be useful to take the following factors into 
account: 


1. The availability of existing automated 
systems for transmission of beneficial 
owner data; 


. The amount of work required to 
restructure existing automated sys- 
tems; 


. Cost calculations should assume cer- 

tain cost-benefits resulting from elec- 
tronic media transmission of benefi- 
cial owner data, even though the 
proposal suggests only labels and 
hard copy as a requirement; 


4. To the extent automated transmission 
systems from nominees are not avail- 
able, the cost of conversion of labels 
and hard copy to a form which can be 
utilized by large issuers. 


Taking into account these factors, what would be 
the increased or decreased cost of developing and 
operating the system described above to all partic- 
ipants, including issuers, transfer agents, banks, 
broker-dealers and other nominees? 


C. If adopted, should the direct communication 
system be mandatory on all issuers or voluntary? 
What increased costs, if any, would be incurred on 
account of some issuers opting out? Should only 
issuers of a certain size be allowed to opt out? 


D. How should the burden of any increase in 
costs, or the savings of any decrease in costs, re- 
sulting from the system be allocated? 


E. What sort of ‘omnibus proxy” would have to be 
provided to issuers by the nominees in order to 
correctly match received proxies with record own- 
ership so that the proxies will be voted in the prop- 
er record account? 


F. Is it practical to expect all the lists from first and 
lower tier nominees to be timely received by issu- 
ers so that a timely mailing can be made? 

G. What steps could be taken to avoid, and what 
actions could be taken to solve, ‘double counting” 
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and votes in excess of 100%, which could occur if 
nominees inadvertently also made mailings to one 
or more persons who were non-objecting benefi- 
cial owners? 


H. What reprogramming and list maintenance 
steps will have to be taken by transfer agents in 
order to permit their computer system to tabulate 
the additional individual proxies? Would the 
names have to be entered into such systems for 
mailing and tabulation purposes? 


|. Are there any state or federal laws or regulations 
which would preclude a broker-dealer, bank, 
voting trustee or other nominee from providing the 
identity of the beneficial owner to the issuer? If so, 
please identify. If so, would they apply if beneficial 
owners had been given an opportunity to object to 
the release of their identities to the issuer and had 
failed to respond in writing within a specified peri- 
od of time; or would it be necessary to have an af- 
firmative written consent? 


J. Should issuers be permitted to utilize an inter- 
mediary entity to collect from broker-dealers, 
banks, voting trustees or other nominees, the 
identities of non-objecting beneficial owners and 
to compile a list of such beneficial owners as of 


the issuer’s record date fcr the purpose of 
disseminating proxy materials? 


K. Should the list of beneficial owners be avail- 
able, at the request of the issuer, on a more fre- 
quent basis than annually? If so, should the issuer 
bear the cost? Should the list be updated by mak- 
ing additions and or deletions from time to time? 


L. Should the system be used only for distribution 
of proxy material or should it be available to be 
used for all corporate-shareholder communica- 
tions (i.e. interims, shareholder surveys, etc.)? 


M. If there are other possible ways to structure a 
direct communication system, what specific struc- 
ture would be best? 


N. In view of the possible problems associated 
with a dual mailing system for objecting and non- 
objecting beneficial owners, should such lists of 
non-objecting beneficial owners only be made 
available to issuers for shareholder identification 
purposes and communications not related to proxy 
solicitation? 
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Would the furnishing of such lists of only non- 
objecting beneficial owners for only this purpose 
be of practical value to issuers? 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18196/October 21, 1981 


An order has been issued granting the application 
of FLINTKOTE COMPANY to withdraw its 8%4% 
Sinking Fund Debentures (due July 15, 1996) from 
listing and registration on the New York Stock Ex- 
change, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18197/October 21, 1981 


An order has been issued granting the application 
of the American Stock Exchange, Inc. to strike the, 
common stock ($1 par value) of WELLS BENRUS 
CORPORATION from listing and registration 
thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18198/October 21, 1981 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY THE MIDWEST 
STOCK EXCHANGE, INC. 


File No. SR-MSE-81-8 


The Midwest Stock Exchange, Inc. (the “MSE”) 
submitted on September 29, 1981, a proposed 
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rule change under Section 19(b) of the Securities 
Exchange Act of 1934 (the “Act’’) and Rule 19b-4 
thereunder, to change the nature of the MSE’s ob- 
ligation to banks extending loans to MSE special- 
ists and market makers from guarantor to agent. 
The fee for the MSE service is 1% percent of the 
outstanding balance of such loans, and is calcula- 
ted on a 360-day per year rate which is to be 
charged against the specialist’s or market maker's 
account on a monthly basis. The MSE, as agent 
for the lender, will monitor the collateral held by 
the MSE for the lender and upon default of the 
loan, if the collateral is insufficient to repay the 
loan, will advance an amount to the lender to re- 
pay the loan.' 


The foregoing change has become effective, pur- 
suant to Section 19(b)(3) (A) of the Act. At any 
time within sixty days of the filing of such pro- 
posed rule change, the Commission may summar- 
ily abrogate such rule change if it appears to the 
Commission that such action is necessary or ap- 
propriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the pur- 
pose of the Act. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 26, 1981. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-MSE-81-8. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 





'The rule change will supersede a previous rule 
change (SR-MSE-81-4) which identified the 
MSE’s obligation as that of guarantor. 
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mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18199/October 21, 1981 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY THE NEW 
YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-81-21 


The New York Stock Exchange, Inc., (the 
“NYSE”) submitted on October 21, 1981, a pro- 
posed rule change under Section 19(b) of the Se- 
curities Exchange Act of 1934 and Rule 19b-4 
thereunder, to amend Article IV of the NYSE Con- 
stitution to require the Chairman of the Board of 
Directors of the NYSE to consult with, and to re- 
port annually to, the NYSE’s Nominating Commit- 
tee as to the needs of the Board of Directors, and 
to provide any other information relevant to the 
work of the Nominating Committee. The rule 
change also amends Articie VII of the NYSE Con- 
stitution to clarify the ability of the Nominating 
Committee to solicit the views of the Chairman 
and other members of the Board of Directors." 


The foregoing change has become effective, pur- 
suant to Section 19(b)(3)(A) of the Act. At any time 
within sixty days of the filing of such proposed rule 
change, the Commission may summarily abrogate 
such rule change if it appears to the Commission 
that such action is necessary or appropriate in the 
public interest, for the protection of investors, or 
otherwise in furtherance of the purposes of the 
Act. 





'The Nominating Committee is charged with 
nominating candidates for the Board, the Trustees 
of the Gratuity Fund and the Nominating Commit- 
tee. 
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Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 26, 1981. Interested persons are invited 
to submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-NYSE-81-21. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18200/October 22, 1981 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE CHICAGO BOARD OPTIONS 
EXCHANGE 


File No. SR-CBOE-81-22 


The Chicago Board Options Exchange, Incorpo- 
rated (““CBOE’’) submitted on September 30, 
1981, a proposed rule change under Rule 19b-4 
to amend its rules to accommodate options trading 
on stock groups composed either of stocks of issu- 
ers primarily in the same industry or of stocks of a 
diversified group of issuers. The stocks included in 
such groups would be limited to securities under- 
lying options traded on the CBOE. 
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Publication of the submission is expected to be 
made in the Federal Register during the week of 
October 19, 1981. In order to assist the Commis- 
sion to determine whether to approve the pro- 
posed rule change or institute proceedings to de- 
termine whether the proposed rule change should 
be disapproved, interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. 
SR-CBOE-81-22. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and ail written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. 552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be avail- 
able at the principal office of the above-mentioned 
self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18201/October 22, 1981 


A notice has been issued giving interested per- 
sons until November 13, 1981 to comment on the 
applications of the Philadelphia Stock Exchange, 
Inc. for unlisted trading privileges in two issues 
which are listed and registered on one or more 
other national securities exchanges and are re- 
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ported in the consolidated transaction reporting 
system. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 18202/October 22, 1981 


An order has been issued granting the application 
of the New York Stock Exchange, Inc. to strike 
the common stock (no par value), the 6% converti- 
ble surbordinated debentures (due 5/15/96), and 
the 6%% convertible subordinated debentures 
(due 3/15/90) of CONNECTICUT GENERAL 
MORTGAGE AND REALTY INVESTMENTS from 
listing and registration thereon. 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22233/October 16, 1981 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
One Summit Square 
Fort Wayne, Indiana 46801 


(70-6651) 


NOTICE OF PROPOSED ISSUANCE AND SALE 
OF FIRST MORTGAGE BONDS AND 
PREFERRED STOCK AT COMPETITIVE BID- 
DING 


Indiana & Michigan Electric Company (‘l&M’’), an 
electric utility subsidiary of American Electric Pow- 
er Company, Inc. (“AEP”), a registered holding 
company, has filed an application-declaration with 
this Commission pursuant to Sections 6(b) and 
12(c) of the Public Utility Holding Company Act of 
1935 (“Act”) and Rule 42 promulgated thereunder. 
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1&M proposes to issue and sell no later than May 
15, 1982, up to $40,000,000 aggregate principal 
amount of its first mortgage bonds, in one or more 
new series, having a maturity of not less than 5 
years and no more than 30 years. The terms will 
be determined by competitive bidding. The bonds 
will be issued under |&M’s Mortgage and Deed of 
Trust dated as of June 1, 1939, as supplemented 
and as proposed to be further supplemented. If 
market conditions should not be propitious for the 
sale of the bonds on a competitive basis, |&M in- 
tends, subject to further authorization by this Com- 
mission, either to place the bonds privately with in- 
stitutional investors or to negotiate with 
underwriters for the sale of the bonds. 


1&M also proposes to issue and sell up to 
1,600,000 shares of a new series of its Cumulative 
Preferred Stock, par value $25 per share. The 
terms will be determined by competitive bidding. It 
is stated that if market conditions should not be 
propitious for the sale of the preferred stock on a 
competitive bidding basis, |&M intends, subject to 
further authorization, to provide for their sale on 
another basis. 


The proceeds realized from the sale of the bonds 
and the preferred stock, together with other funds 
which become available to 1&M, will be used for 
the payment of short-term debt, the refunding of 
long-term obligations, and for other corporate pur- 
poses. 


The application-declaration and any amendments 
thereto are available for public inspection through 
the Commission’s Office of Public Reference. In- 
terested persons wishing to comment or request a 
hearing should submit their views in writing by No- 
vember 12, 1981, to the Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549, 
and serve a copy on the applicant-declarant at the 
address specified above. Proof of service (by affi- 
davit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. Any request 
for a hearing shall identify specifically the issues 
of fact or law that are disputed. A person who so 
requests will be notified of any hearing, if ordered, 
and will receive a copy of any notice or order is- 
sued in this matter. After said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to be- 
come effective. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22234/October 16, 1981 


In the Matter of 


CENTRAL AND SOUTH WEST FUELS, INC. 
1800 Davis Building 

1309 Main Street 

Dallas, Texas 75202 


CENTRAL POWER & LIGHT COMPANY 
P.O. Box 2121 
Corpus Christi, Texas 78403 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
P.O. Box 201 
Tulsa, Oklahoma 74102 


SOUTHWESTERN ELECTRIC POWER 
COMPANY 

P.O. Box 21106 

Shreveport, Louisiana 71156 


WEST TEXAS UTILITIES 
P.O. Box 841 
Abilene, Texas 79604 


(70-6534) 


NOTICE OF PROPOSAL TO EXERCISE OPTION 
TO PURCHASE LIGNITE PROPERTIES 


Central Power & Light Company (“CPL”), Public 
Service Company of Oklahoma (“PSO”), South- 
western Electric Power Company (“SWEPCO”) 
and West Texas Utilities (“WTU”), electric utility 
subsidiaries of Central and South West Corpora- 
tion (“CSW”), a registered holding company, to- 
gether with Central and South West Fuels, Inc. 
(“CSWF”’), a fuel subsidiary of CPL, PSO, 
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SWEPCO, and WTU have filed a post-effective 
amendment to their application-declaration with 
this Commission pursuant to Sections 9(a), 10, 12 
and 13 of the Public Utility Holding Company Act 
of 1935 (“Act”) and Rules 80-95 thereunder. 


By order dated March 30, 1981 (HCAR No. 21985) 
applicants-declarants were authorized fuel explo- 
ration and development budgets through Decem- 
ber 31, 1981. In that proceeding the applicants- 
declarants indicated that certain amounts would 
be expended (i) to determine the advisability of 
CPL’s exercising its rights under a certain Lignite 
Option Agreement dated as of December 29, 1979 
(“Option Agreement’), and (ii) in the exercise of 
those option rights. Applicants-declarants now 
seek authorization from the Commission to permit 
CPL to exercise its rights under the Option Agree- 
ment. 


The Option Agreement was entered into by and 
among Valero Energy Corporation (‘Valero Ener- 
gy’), Valero Lignite Company (“Valero Lignite”), 
City of Austin, Texas (‘Austin’), Lower Colorado 
River Authority (“LCRA”), City of San Antonio, 
Texas acting by City Public Service Board as San 
Antonio (“San Antonio”), and CPL. 


The Option Agreement was entered into pursuant 
to and as part of the Settlement Plan entered into 
among Coastal States Gas Corporation (“Coast- 
al’), Coastal States Gas Producing Company 
(“Producing”), Lo-Valca Gathering Company (‘‘Lo- 
Vaca”) and some 400 customers of Lo-Vaca, a 
gas supplier. The Settlement Plan was entered 
into in satisfaction of a refund order in the amount 
of $1,600,000 against Lo-Vaca and Producing en- 
tered by the Railroad Commission of Texas. The 
Commission approved CPL’s participation in the 
Settlement Plan by its order dated November 6, 
1978 (HCAR No. 20762). By that order separate 
Commission authorization was required for CPL to 
exercise its option under the Option Agreement. 


The Option Agreement gives Austin, LCRA, San 
Antonio and CPL (‘‘Lignite Customers’) the right 
to purchase certain lignite properties owned by 
Valero Lignite at the book value of such proper- 
ties. These lignite properties, located in Bastrop, 
Fayette and Washington Counties, Texas, were 
transferred at book value to Valero Lignite by 
Coastal as part of the Settlement Plan. The book 
value of the lignite property changes monthly by 
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reason of expenditures required to be made by 
Valero Lignite with respect to the property. The 
book value of the property as of June 30, 1981 
was $5,440,000. It is estimated that the book 
value as of the end of the 1981 would be approxi- 
mately $6,000,000. 


Pursuant to the Option Agreement, the Lignite 
Customers may exercise the option singly or in 
any combination. Each of the Lignite Customers 
has a share of the option (‘‘Option Share’’), 
specified in the Option Agreement, which is equal 
to the percentage share of such Lignite Customer 
of the total aggregate volume of gas sold and de- 
livered to all Lignite Customers during 1975 for 
use as fuel to generate electric energy. CPL’s Op- 
tion Share is 29.64934%. 


LCRA and San Antonio have already elected to 
exercise the option, while CPL and Austin have 
not yet so elected. Under the terms of the Option 
Agreement, because LCRA and San Antonio have 
already elected to exercise the option, CPL may 
now elect to exercise or not to exercise the option 
at any time prior to November 15, 1981. 


San Antonio’s Option Share is 35.535905%. 
LCRA’s Option Share is 16.807174%. If Austin 
chooses not to exercise the option, CPL’s share of 
the purchase price were it to exercise the option 
would be approximately 36.16%. If Austin exer- 
cises the option, CPL’s share of the purchase 
price were it to exercise the option would simply 
be its Option Share, 29.649340%. Based on the 
estimated purchase price of $6.000,000, the cost 
to CPL of exercising the option could range from 
$1,778,960.40 to $2,169,600. 


No final determination has been made as to the 
disposition of the lignite that would be extracted 
from the lignite properties. The Option Agreement 
requires the Lignite Customers who exercise the 
option to negotiate in good faith to establish a plan 
for the development and use of the lignite proper- 
ties acquired. It also requires that the exercising 
Lignite Customers conduct or ccmmission a study 
or studies to determine the best and most eco- 
nomical joint use of the properties. The Option 
Agreement further provides that the parties shall 
attempt to agree on a use of the properties after 
considering the study or studies, and absent 
agreement, will partition the lignite properties in 
kind. None of the exercising Lignite Customers 
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may mine the properties prior to the agreement as 
to the properties’ use or its partition in kind, absent 
the consent of the other exercising Lignite Cus- 
tomers. Thus, the Option Agreement contemplates 
that no decision as to use of the lignite properties 
can be made until after the completion of a study 
which can only commence after the exercise of the 
option. 


However, the Lignite Customers have formed a 
planning group to study possible uses of the lig- 
nite. Two of the uses being considered concern 
three lignite-burning power plants which are being 
planned for used as a fuel source. LCRA is 
planning the construction of two electric 
generating stations, each with a generating capac- 
ity of 400MW. The plants are to be located at or 
near LCRA’s existing plani site in Fayette, Texas. 
San Antonio is planning the construction of a 
500MW generating station. The plant is to be lo- 
cated either in San Antonio, Texas or in Bastrop 
County, Texas. 


One of the possibilities being considered for CPL 
and Austin is the exchange of their share of the 
lignite acquired upon exercise of the option for a 
discount on the purchase of electricity to be gener- 
ated by the planned generating stations operated 
by San Antonio and LCRA. A second possibility 
being considered for CPL and Austin is the acqui- 
sition of a portion of the planned generating sta- 
tions, the acquisition price to be the lignite ac- 
quired by CPL and Austin upon the exercise of the 
option. Either one of these possibilities might be 
valuable to CPL, as CPL currently anticipates the 
need to purchase power in the years 1988-1990. 
The acquisition of power as part of a plan to 
dispose of lignite acquired by the exercise of the 
option would lessen the amount of power needed 
to be acquired elsewhere. The third possibility be- 
ing considered by the Lignite Customers for the 
disposition of the lignite properties after the exer- 
cise of the option would be the sale of the lignite to 
third parties. Were the Lignite Customers to make 
such sales, the proceeds of the sales allocable to 
these alternatives is subject to the Act, it will be 
the subject of another filing with this Commission. 


The application-declaration as amended is avail- 
able for public inspection through the Commis- 
sion’s Office of Public Reference. Interested per- 
sons wishing to comment or request a hearing 
should submit their views in writing by November 
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9, 1981, to the Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549, 
and serve a copy on the applicants-declarants at 
the addresses specified above. Proof of service 
(by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. Any 
request for a hearing shall identify specifically the 
issues of fact or law that are disputed. A person 
who so requests will be notified of any hearing, if 
ordered, and will receive a copy of any notice or 
order issued in this matter. After said date the 
amended application-declaration, as filed or as it 
may be further amended, may be granted and 
permitted to become effective. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22235/October 19, 1981 


In the Matter of 


APPALACHIAN POWER COMPANY 
Roanoke, Virginia 


(70-6642) 


ORDER AUTHORIZING ISSUANCE AND SALE 
OF PREFERRED STOCK AT COMPETITIVE 
BIDDING 


Appalachian Power Company (‘‘Appalachian’), an 
electric utility subsidiary of American Electric Pow- 
er Company, Inc., a registered holding company, 
has filed an application-declaration with this Com- 
mission pursuant to Sections 6(b) and 12(c) of the 
Public Utility Holding Company Act of 1935 (‘Act’) 
and Rules 42 and 50 thereunder. 


Appalachian proposes to issue and sell up to 
1,600,000 shares of a new series of its no par cu- 
mulative preferred stock with an involuntary liqui- 
dation price of $25 per share. The terms will be 
determined by competitive bidding. The price to be 
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paid to Appalachian will be $25 per share which 
also will be the price at which the cumulative 
preferred stock is initially offered to the public. If 
market conditions should not be propitious for the 
sale of the cumulative preferred stock on a com- 
petitive bidding basis, Appalachian proposes, sub- 
ject to further authorization by the Commission, ei- 
ther to place the cumulative preferred stock 
privately with institutional investors or to negotiate 
with underwriters for the sale. Appalachian also 
proposes to acquire from time to time shares of 
the new series of cumulative preferred stock, on or 
in anticipation of any sinking fund redemption 
date, for sinking fund purposes. The proceeds 
from the sale of the cumulative preferred stock will 
be used to repay unsecured short-term indebted- 
ness of Appalachian consisting of short-term notes 
and commercial paper which aggregated 
$47,650,000 on June 30, 1981, and for other cor- 
porate purposes. 


Due notice of the filing of said application- 
declaration has been given in the manner pre- 
scribed in Rule 23 promulgated under the Act 
(HCAR No. 22192), and no hearing has been re- 
quested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and 
the rules thereunder are satisfied: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it 
hereby is, granted and permitted to become effec- 
tive forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22236/October 19, 1981 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
First National Building 
Little Rock, Arkansas 72203 


(70-6650) 


NOTICE OF PROPOSED ISSUANCE AND SALE 
OF FIRST MORTGAGE BONDS 


Arkansas Power & Light Company (‘Arkansas’), 
an electric utility subsidiary company of Middle 
South Utilities, Inc., a registered holding company, 
has filed an application with this Commission pur- 
suant to Section 6(b) of the Public Utility Holding 
Company Act of 1935 (‘Act’) and Rule 50 promul- 
gated thereunder. 


Arkansas proposes to issue and sell up to 
$90,000,0000 principal amount of its first mort- 
gage bonds in one or more series from time to 
time not later than March 31, 1982, and having a 
term of not less than five nor more than thirty 
years. The terms will be determined by competi- 
tive bidding. The bonds are to be issued under 
Arkansas’ Mortgage and Deed of Trust, dated as 
of October 1, 1944, as heretofore supplemented 
and as proposed to be further supplemented. 
Arkansas intends to use the net proceeds derived 
from the issuance and sale of the bonds for the 
payment of a portion of its short-term indebtedess, 
for the payment of the principal amount of first 
mortgage bonds maturing in October and Novem- 
ber 1981, and for other corporate purposes. 
Arkansas may request by amendment that the 
sale or sales of the bonds be excepted from the 
competitive bidding requirements of Rule 50. 


The application and any amendments thereto are 
available for public inspection through the Com- 
mission's Office of Public Reference. Interested 
persons wishing to comment or request a hearing 
should submit their views in writing by November 
23, 1981, to the Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549, 
and serve a copy on the applicant at the address 
specified above. Proof of service (by affidavit or, in 
the case of an attorney at law, by certificate) 
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should be filed with the request. Any request for a 
hearing shall identify specifically the issues of fact 
or law that are disputed. A person who so re- 
quests will be notified of any hearing, if ordered, 
and will receive a copy of any notice or order is- 
sued in this matter. After said date, the applica- 
tion, as filed or as it may be amended, may be 
granted. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22237/October 19, 1981 


In the Matter of 


BLACKHAWK COAL COMPANY 
Lancaster, Ohio 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 


(70-6273) 


ORDER AUTHORIZING PROPOSED ADDITION- 
AL INVESTMENT IN AND ADJUSTMENT TO 
CAPITALIZATION OF COAL MINING SUB- 
SIDIARY; RELEASE OF JURISDICTION OVER 
CERTAIN MATTERS; RESERVATION OF JURIS- 
DICTION OVER FEES AND EXPENSES 


Indiana & Michigan Electric Company (“l&M’’), an 
electric utility subsidiary of American Electric Pow- 
er Company, Inc. (“AEP”), a registered holding 
company, and Blackhawk Coal Company 
(“Blackhawk”), a coal mining subsidiary of 1&M, 
have filed with this Commission post-effective 
amendments to their application-declaration previ- 
ously filed and amended pursuant to Sections 6, 7, 
9, 10, 12(b), 12(c), and 12(f) of the Public Utility 
Holding Company Act of 1935 (‘‘Act’’) and Rules 
42, 43, 45, 46 and 50(a)(3) promulgated thereun- 
der. 
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By order dated August 7, 1980 (HCAR No. 21672), 
as modified by order dated September 30, 1980 
(HCAR No. 21672A), |&M was authorized to trans- 
fer to Blackhawk its interest in certain coal mines 
located in Carbon County, Utah and in reserves, 
leases, options, equipment and rights related 
thereto (all such assets, collectively, the “Mines’), 
on terms and conditions set forth in said orders. 
Jurisdiction was reserved with respect to certain 
proposed expenditures. A sale of the property was 
being negotiated. 


The prospective purchaser identified in said order 
did not exercise its option to purchase. Applicants- 
declarants are actively seeking other markets for 
the mine or its production, but do not contemplate 
an agreement in the near future. They seek Com- 
mission authorization of the proposed investment 
of $40,000,000 by I&M in Blackhawk, including the 
$13,000,000 over which jurisdiction was reserved 
in the Commission order dated August 7, 1980 
(HCAR No. 21672), and to replace $2,138,000 of 


-000 
Air Shafts 

Mine Opening $13,000 
Fans and heaters 1,500 
Electric power facilities 1,500 
Hoist __ 3,300 
Physical facilities $19,300 
Contingencies 10% 2,000 

Engineering and super- 
vision 1,200 
AFUDC 4,100 
Total $26,600 


The improvements involve the construction of two 
large diameter vertical mine shafts (intake and ex- 
haust) which it is anticipated will satisfy the venti- 
lation requirements for the life of the No. 3 mine. 
The new shafts also provide a mine entrance clos- 
er to the working faces, which is expected to sig- 
nificantly increase productivity because of reduced 
paid on site travel time. The construction of a new 
elevator system, conversion of battery-powered to 
diesel underground transportation equipment and 
improvements to mine roadways will further de- 
crease such travel time. The improvement pro- 
gram also includes the construction of new surface 
facilities to replace temporary and obsolete facili- 
ties, accomodate additional work force, and im- 
prove employee efficiency and morale. 
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common stock and $1,750,000 of 10.13% notes 
with a $3,888,000 non interest bearing note, all is- 
sued by Blackhawk to |&M. 


In accordance with the Commission order of Au- 
gust 7, 1980 (HCAR No. 21672), each installment 
of the proposed $40,000,000 investment by 1&M in 
Blackhawk will be divided between the purchase 
of debt, in the form of a promissory note of 
Blackhawk maturing December 31, 2010, and the 
purchase of common stock of Blackhawk in pro- 
portions corresponding to the respective debt- 
equity ratios of 1&M at the end of the calendar year 
preceding the year in which such additional capital 
shall be supplied to Blackhawk. The interest rate 
on such new Blackhawk promissory notes would 
be set at the effective interest cost of 1&M’s then 
most recent issue of first mortgage bond pre- 
ceding each such additional investment. 


The cost of Blackhawk’s Crandall Canyon Project 
(‘Project’) is estimated at: 








omitted- 

Other Total 
Mine buildings $3,600 
Site preparation 3,500 
Other facilities 2,800 

$9,900 $29,200 

1,000 3,000 

300 1,500 

2,300 6,400 

$13,500 $40,100 





Coal is presently being mined from Blackhawk’s 
No. 3 and No. 5 mines. Based on current produc- 
tion levels, the reserves accessable from the No. 5 
mine will be depleted by 1984. The No. 3 mine has 
a potential remaining life of up to forty years. How- 
ever, the existing ventilation system in both mines 
is operating at near maximum capacity. Without 
the air ventilation improvements associated with 
the Project, it is anticipated that the existing venti- 
lation system, which provides the air movement 
required to comply with Federal mine safety and 
health regulations, will be inadequate after 1982. 


During the construction period, which will extend 
into 1983, the return on the proposed new invest- 
ment will be capitalized as allowance for funds 
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used during construction (AFUDC) and will not 
have the effect of increasing the cost of coal pro- 
duced by Blackhawk until the completion of the 
project in 1983. It is estimated that subsequent to 
that date capital and depreciation costs would in- 
crease by $5 to $6 per ton subject to an offset of 
$4 to $5 per ton as a result of estimated improve- 
ments in productivity and other reductions in cost. 
Failure to make the improvements would not only 
eliminate the expected production, due principally 
to the ventilation problem, and sharply increase 
present per ton costs. 


The Crandall Canyon Project is designed to permit 
the continuation of mining operations at current 
production levels, but the improvements could 
support an increase in production to a level of 2.0 
million tons a year. |1&M and Blackhawk are explor- 
ing the possibility of entering into arrangements 
with one or more unaffiliated parties, providing for 
the sale to such parties of a portion of the coal 
produced by Blackhawk. |&M and Blackhawk do 
not contemplate increasing Blackhawk’s coal pro- 
duction above current levels until such time as ar- 
rangements for deliveries to non-affiliates have 
been made which would have the effect of 
reducing the level of present deliveries to |&M 
(including any associated companies) and, as a 
result of the increased production level, reducing, 
the cost per ton of such deliveries. 


1&M contract, effective November 30, 1979, with 
the former owners and operators of the mines, in- 
cluded an agreement to pay $3,888,000 if an as- 
signment of a certain United States coal lease was 
approved before June 27, 1985. The assignment 
has been approved, and became effective Sep- 
tember 1, 1980. The assignment was made to 
Franklin Real Estate Company, an associate com- 
pany, which held title to the mines for 1&M. Frank- 
lin will reassign the lease to Blackhawk, which will 
assume the obligation, pursuant to our prior order. 
The $3,888,000 is to be paid in five equal annual 
installments, with 8% interest on the unpaid bal- 
ance from June 27, 1979. 


Although the coal reserves leased are held for fu- 
ture development, the interest on the obligation 
and on the funds used to pay it will be part of the 
capital costs included in the coal pricing formula. 
To offset the capital charges, Blackhawk will issue 
a non interest bearing $3,888,000 note, due De- 
cember 31, 1990, to I&M to replace $2,138,000 of 
Blackhawk’s common stock and $1,750,000 of its 
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10.13% notes, due December 31, 2010, held by 
1&M. 


Applicants-declarants seek an exception from the 
competitive bidding requirement of Rule 50 for 
Blackhawk’s issuance of its common stock and 
notes to 1&M pursuant to Rule 50(a)(3). 


The record is incomplete with respect to the fees 
and expenses to be incurred in connection with 
the proposed transactions. No state commission 
and no federal commission, other than this Com- 
mission, has jurisdiction over the proposed trans- 
actions. 


Due notice of the filing of said post-effective 
amendments to the application-declaration has 
been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21898), 
and no hearing has been requested of or ordered 
by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable 
standards of the Act and rules thereunder are 
satisfied: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
application-declaration, as amended by said post- 
effective amendments, be, and it hereby is, 
granted and permitted to become effective forth- 
with, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act, ex- 
cept that certificates thereunder shall be filed in 
the time specified and containing the information 
required by this Commission’s supplemental order 
dated September 30, 1980 (HCAR No. 21672A). 


IT IS FURTHER ORDERED that jurisdiction re- 
served in the Commission order dated August 7, 
1980 (HCAR No. 21672), be, and it hereby is, re- 
leased effective forthwith, except jurisdiction is or 
continues to be reserved with respect to the fees 
and expenses of the proposed transactions pend- 
ing completion of the record. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22238/October 20, 1981 


In the Matter of 


MIDDLE SOUTH ENERGY, INC. 
P.O. Box 61000 
New Orleans, Louisiana 70601 


ARKANSAS POWER & LIGHT COMPANY 
P.O. Box 551 
Little Rock, Arkansas 72203 


LOUISIANA POWER & LIGHT COMPANY 
142 Delaronde Street 
New Orleans, Louisiana 70174 


MISSISSIPPI POWER & LIGHT COMPANY 
P.O. Box 1640 
Jackson, Mississippi 39205 


NEW ORLEANS PUBLIC SERVICE INC. 
317 Baronne Street 

P.O. Box 60340 

New Orleans, Louisiana 70160 


(70-6624) 


NOTICE OF PROPOSED REALLOCATION OF 
RIGHTS AND OBLIGATIONS REGARDING NU- 
CLEAR GENERATING STATION 


Middle South Energy, Inc. (“MSE”), Arkansas 
Power & Light Company (“AP&L’’), Louisiana 
Power & Light Company (“LP&L”), Mississippi 
Power & Light Company (‘““MP&L”) and New Orle- 
ans Public Service Company Inc. (‘““NOPSI’), elec- 
tric utility subsidiary companies of Middle South 
Utilities, Inc., a registered holding company, have 
filed a declaration with this Commission pursuant 
to Section 12(f) of the Public Utility Holding Com- 
pany Act of 1935 (‘Act’) and Rule 43 promulgated 
thereunder. 


MSE was incorporated on February 11, 1974, un- 
der the laws of the State of Arkansas to own and 
finance certain future generating capacity of the 
Middle South System. All of the common stock of 
MSE is owned by Middle South. MSE’s only activi- 
ty to date has been the acquisition, financing, and 
construction of the Grand Gulf Plant, a two-unit, 
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nuclear-fueled electric generating station being 
constructed on the east bank of the Mississippi 
River near Natchez, Mississippi. Each Unit is to 
have a net capability of 1,250 MW. The First Unit 
is presently scheduled to be completed in 1982. 
Construction of the Second Unit has been sus- 
pended since January 1980, and resumption of 
construction is dependent upon completion of the 
First Unit. MSE has arranged for South Mississippi 
Electric Power Association to acquire a 10% undi- 
vided ownership interest in the Grand Gulf Plant 
(HCAR No. 21770 (October 30, 1980)) and is 
negotiating with the Municipal Energy Agency of 
Mississippi (“MEAM”) for the possible acquisition 
by MEAM of up to a 2.48% undivided ownership 
interest. 


The system subsidiary companies have entered 
into certain agreements relating to the Grand Gulf 
Plant. It is now proposed that the system 
companies enter into a Reallocation Agreement in 
order to change the allocations to the companies 
under the prior agreements. The percentage now 
proposed in the Reallocation Agreement for MSE’s 
share of the power and energy from the First Unit 
and the Second Unit are as follows: 


First Unit Second Unit 
AP&L 0% 0% 
LP&L 38.57% 26.23% 
MP&L 31.63% 43.97% 
NOPSI 29.80% 29.80% 


It is stated that the reallocation to be effected by 
the Reallocation Agreement reflects a more desir- 
able allocation of MSE’s share of the power and 
energy of the Grand Gulf Plant and the costs and 
expenses associated therewith, as determined by 
financial and operating projections of the Middle 
South system. 


The declaration and any amendments thereto are 
available for public inspection through the Com- 
mission’s Office of Public Reference. Interested 
persons wishing to comment or request a hearing 
should submit their views in writing by November 
16, 1981, to the Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549, 
and serve a copy on the declarants at the ad- 
dresses specified above. Proof of service (by affi- 
davit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. Any request 
for a hearing shall identify specifically the issues 
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of fact or law that are disputed. A person who so 
requests will be notified of any hearing, if ordered, 
and will receive a copy of any notices or orders is- 
sued in this matter. After said date, the declara- 
tion, as filed or as it may be amended, may be 
permitted to become effective. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22239/October 21, 1981 


In the Matter of 


MIDDLE SOUTH UTILITIES 
New Orleans, Louisiana 


(70-6640) 


ORDER AUTHORIZING ISSUANCE AND SALE 
OF COMMON STOCK 


Middle South Utilities (‘Middle South’), a regis- 
tered holding company, has filed a declaration 
with this Commission pursuant to Sections 6(a) 
and 7 of the Public Utility Holding Company Act of 
1935 (‘‘Act’’) and Rule 50 thereunder. Middle 
South proposes to issue and sell, subject to com- 
petitive bidding, up to 10,000,000 authorized but 
unissued shares of its common stock, $5 par value 
(“Additional Common Stock’), to underwriters or 
investment bankers who will agree promptly to 
make a public offering thereof. Middle South be- 
lieves that the sale of the Additional Common 
Stock may require the assistance of underwriters if 
market conditions at the time of the offering of the 
securities are unfavorable. Accordingly, Middle 
South may amend this declaration to seek an ex- 
emption from the competitive bidding require- 
ments of Rule 50. The net proceeds, estimated at 
$120,000,000, to be derived from the sale of the 
Additional Common Stock will be applied toward 
the reduction of the then outstanding bank loans 
and for other corporate purposes. 
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The fees and expenses expected to be incurred in 
connection with the proposed transaction are esti- 
mated to be $213,000. No state commission and 
no federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transac- 
tion. 


Due notice of the filing of said declaration has 
been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 22208) and 
no hearing has been requested of or ordered by 
the Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and rules thereunder are 
satisfied: 


IT |S ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder, that said 
declaration, be, and it hereby is, permitted to be- 
come effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated un- 
der the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 22240/October 22, 1981 


In the Matter of 


ASHLAND EXPLORATION, INC. 
Ashland, Kentucky 41101 


(31-784) 


ORDER DECLARING COMPANY NOT TO BE A 
GAS UTILITY COMPANY PURSUANT TO SEC- 
TION 2(a)(4) 


Ashland Exploration, Inc. (‘‘AEI’), has filed with 
this Commission an application and an amend- 
ment thereto pursuant to Section 2(a) (4) of the 
Public Utility Holding Company Act of 1935 (‘‘Act’’) 
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for an order declaring it not to be a “gas utility 
company” as therein defined. 


AE| is an oil and gas producing company and is an 
indirect wholly-owned subsidiary of Ashland Oil, 
Inc. (“Ashland”). Ashland is directly engaged in 
petroleum refining and marketing and in the manu- 
facture and sale of specialty chemicals. Ashland is 
also engaged, through subsidiaries in the coal, 
highway construction, insurance and other non- 
utility businesses. At September 30, 1980, 
Ashland’s consolidated assets were approximately 
$3.4 billion and for the fiscal year then ended 
Ashland reported consolidated revenues of ap- 
proximately $8.4 billion and consolidated net in- 
come of approximately $205 million. 


Since 1976 most of Ashland’s activities with re- 
spect to oil and gas exploration and production 
have been carried on by AEI. For the fiscal year 
ended September 30, 1980, AE! reported sales 
revenues of approximately $176 million (approxi- 
mately $154 million of oil revenues and $22 million 
of gas revenues) and net income of approximately 
$29 million. AEI’s domestic oil and gas operations 
are conducted primarily in the eastern United 
States, and most of its gas production is dedicated 
for sale to interstate pipeline companies for resale. 
In 1963 Ashland acquired the assets and assumed 
the liabilities of United Carbon Company (“UCC”) 
and its subsidiaries. At that time, among other 
things, UCC was engaged in the production and 
gathering of natural gas in certain counties in east- 
ern Kentucky for sale to an interstate pipeline 
company. Under the laws of the State of Kentucky 
(KRS §278.485) UCC was required to provide gas 
service upon request to owners of property situat- 
ed within one-half air mile of its gas wells or gas 
pipelines at rates prescribed by the Kentucky Pub- 
lic Service Commission. Until July 1981 Ashland 
made the required direct retail sales to the eligible 
customers. In that month the retail gas sales sys- 
tem was transferred from Ashland to AEI. 


AEl’s gas gathering system is comprised of ap- 
proximately 200 miles of pipeline. It is stated that 
direct sales to 104 customers are made by AEl 
pursuant to oil and gas leases or rights of way 
granted by landowners, and sales to 934 custom- 
ers are required by Kentucky statute. In dollar 
amounts, such sales were $1040 and $118,202 to 
the lease and statutory customers, respectively, 
for the year ended September 30, 1980. The total 
sales to both groups were approximately 0.068% 
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of AEI’s total revenues for the year then ended. 
AEI does not engage in any distribution to identifi- 
able communities within geographic areas desig- 
nated under franchises. 


AEI has applied for an order declaring it not to be 
a “gas utility company” pursuant to Section 2(a) 
(4) of the Act. Section 2(a)(4) provides that the 
Commission may declare a company not to be a 
“gas utility company” if it finds that ‘“(A) such com- 
pany is primarily engaged in one or more busi- 
nesses other than the business of a gas utility 
company, and (B) by reason of the small amount 
of natural or manufactured gas distributed at retail 
by such company it is not necessary in the public 
interest or for the protection of investors and con- 
sumers that such company be considered a gas 
utility company for the purposes of [the Act].” 


AEI is primarily engaged in non-utility businesses, 
its non-utility revenues constituting 99.93% of its 
total 1980 revenues. The saies to retail customers 
appear to be retail sales. They are made exclu- 
sively pursuant to lease arrangements or special 
statutory provisions and are of a special and limit- 
ed character. See Panhandle Eastern Pipe Line 
Company, HCAR No. 22060 (May 21, 1981); 
Transwestern Pipeline Company, HCAR No. 
22133 (July 20, 1981). 


Due notice of the filing of said application has 
been given (HCAR No. 22198), and no hearing 
has been requested of or ordered by the Commis- 
sion. Upon the basis of the facts in the record, it is 
hereby found that AE! qualifies for the declaratory 
order provided in Section 2(a) (4) of the Act. 


IT IS ORDERED, accordingly, that AE! be, and it 
hereby is, declared not to be a gas utility company 
within the meaning of Section 2(a)(4) of the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 667/October 16, 1981 


The Securities and Exchange Commission has is- 
sued a notice giving interested persons until No- 
vember 13, 1981 to request a hearing on an appli- 
cation by Tenneco, Inc. (the ‘‘Company’’) a 
Delaware corporation, pursuant to Section 310(b) 
(1) (ii) of the Trust Indenture Act of 1939 (the 
“Act’’) declaring that the trusteeship of The Chase 
Manhattan Bank under indentures of the Company 
which were heretofore qualified under the Act and 
indentures which will not be qualified under the 
Act, is not so likely to involve a material conflict of 
interest as to make it necessary to disqualify The 
Chase Manhattan Bank from acting as trustee. 


TRUST INDENTURE ACT OF 1939 
Release No. 668/October 21, 1981 


The Securities and Exchange Commission has is- 
sued an order under the Trust Indenture Act (the 
“Act’) on application from International Harvester 
Company (the “Company’”) that the trusteeship of 
Sterling National Bank and Trust Company of New 
York (“Sterling”) under two specified indentures of 
the Company is not so likely to involve a material 
conflict of interest as to make it necessary to dis- 
qualify Sterling from acting as trustee under either 
or such indentures. 





TRUST INDENTURE ACT OF 1939 
Release No. 669/October 22, 1981 


The Securities and Exchange Commission has is- 
sued a notice giving interested persons until No- 
vember 15, 1981 to request a hearing on an appli- 
cation by International Harvester Credit 
Corporation (the ‘“Company”) pursuant to Section 
310(b)(1)(ii) of the Trust Indenture Act of 1939 (the 
“Act’) declaring that the successor trusteeship of 
Commerce Union Bank under indentures of the 
Company which were heretofore qualified under 
the Act is not so likely to involve a material conflict 
of interest as to make it necessary to disqualify 
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Commerce Union Bank from acting as a successor 
trustee. 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11987/October 16, 1981 


In the Matter of 


MIDLAND CAPITAL CORPORATION 
110 William Street 
New York, New York 10038 


(811-1006) 


NOTICE OF PROPOSAL TO TERMINATE REG- 
ISTRATION PURSUANT TO SECTION 8(f) OF 
THE INVESTMENT COMPANY ACT OF 1940 


NOTICE IS HEREBY GIVEN that the Commission 
proposes, pursuant to Section 8(f) of the Invest- 
ment Company Act of 1940 (‘Act’), to declare by 
order on its own motion that Midland Capital Cor- 
poration (‘“Midland”’), registered under the Act as a 
closed-end, non-diversified, management invest- 
ment company, ceased to be an investment com- 
pany required to be registered under the Act, ef- 
fective as of the date on which Midland elected to 
be treated as a business development company. 


Information contained in the files of the Commis- 
sion indicates that Midland, which was organized 
on August 31, 1960 under the laws of Delaware, 
registered under the Act on December 16, 1960. 
On the same date, Midland filed a registration 
statement pursuant to the Securities Act of 1933. 
That registration statement became effective on 
February 2, 1961. On March 19, 1981, Midland 
elected to be regulated as a business develop- 
ment company pursuant to Section 54 of the Act. 


Section 6(f) provides, in pertinent part, that any 
closed-end company which elects pursuant to 
Section 54 of ther Act to be regulated as a busi- 
ness development company under Sections 55-65 
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of the Act will be excluded from the definition of an 
investment company and exempted from registra- 
tion as an investment company pursuant to Sec- 
tion 8 of the Act. 


Section 8(f) of the Act provides, in pertinent part, 
that whenever the Commission on its own motion 
finds that a registered investment company has 
ceased to be an investment company, it shall so 
declare by order. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 10, 1981, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing accompanied by a statement 
as to the nature of his or her interest, the reasons 
for such request and the issues, if any, of fact or 
law proposed to be controverted, or he or she may 
request that he or she be notified if the Commis- 
sion shall order a hearing thereon. Any such com- 
munication should be addressed: Secretary, Secu- 
rities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be 
served personally or by mail upon Midland at the 
address stated above. Proof of such service (by 
affidavit, or in the case of an attorney-at-law by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an or- 
der will be issued as of course following said date 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice 
as to whether a hearing is ordered, will receive 
any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11988/October 16, 1981 


In the Matter of 


IDS LIFE MONEYSHARE FUND, INC. 
IDS Tower 
Minneapolis, Minnesota 55402 


(812-4880) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT GRANTING EXEMPTIONS FROM THE PRO- 
VISIONS OF SECTION 2(a)(41) OF THE ACT 
AND RULES 2a-—4 AND 22c-1 THEREUNDER. 


IDS Life Moneyshare Fund, Inc. (‘Applicant’), reg- 
istered under the Investment Company Act of 
1940 (“Act”) as an open-end, diversified, manage- 
ment investment company, filed an application on 
May 29, 1981, and an amendment thereto on Au- 
gust 31, 1981, requesting an order of the Securi- 
ties and Exchange Commission (‘Commission’) 
pursuant to Section 6(c) of the Act, exempting Ap- 
plicant, subject to conditions, from the provisions 
of Section 2(a)(41) of the Act and Rules 2a—4 and 
22c-1 thereunder to the extent necessary to per- 
mit Applicant to compute its net asset value per 
share, for purposes of effecting sales, redemp- 
tions and repurchases of its shares, using the 
amortized cost method of valuing portfolio securi- 
ties. 


On September 21, 1981, a notice (Investment 
Company Act Release No. 11941) was issued of 
the filing of the application. The notice gave inter- 
ested persons an opportunity to request a hearing 
and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found 
that the granting of the requested exemptions is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that the application for exemption from the 
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provisions of Section 2(a)(41) of the Act and Rules 
2a-—4 and 22c-1 thereunder, to the extent re- 
quested, be and hereby is, granted, effective forth- 
with subject to those conditions to which Applicant 
has consented and which are set forth in Invest- 
ment Company Act Release No. 11941. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11989/October 16, 1981 


In the Matter of 


ASTA U.S. GOVERNMENT SECURITIES 
MONEY MARKET FUND, INC. 

Box 1515, 580 Sylvan Avenue 

Englewood Cliffs, New Jersey 07632 


(812-4954) 


ORDER OF THE COMMISSION PURSUANT TO 
SECTION 6(c) OF THE INVESTMENT COMPANY 
ACT OF 1940 GRANTING EXEMPTIONS FROM 
THE PROVISIONS OF SECTION 2(a)(41) OF 
THE ACT AND RULES 2a-4 AND 22c-1 THERE- 
UNDER. 


ASTA U.S. Government Securities Money Market 
Fund, Inc. (“Applicant”), registered under the In- 
vestment Company Act of 1940 (‘‘Act’’) as an 
open-end, diversified, management investment 
company, filed an application on August 19, 1981, 
for an order of the Securities and Exchange Com- 
mission pursuant to Section 6(c) of the Act ex- 
empting Applicant from the provisions of Section 2 
(a) (41) of the Act and Rules 2a—4 and 22c-1 un- 
der the Act to the extent necessary to permit Ap- 
plicant to compute its net asset value per share 
using the amortized cost method of valuing portfo- 
lio securities. 


On September 17, 1981, a notice (Investment 
Company Act Release No. 11938) was issued of 
the filing of the application. The notice gave inter- 
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ested persons an opportunity to request a hearing 
and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found 
that granting of the requested exemptions is ap- 
propriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT {S ORDERED, pursuant to Section 6(c) of the 
Act, that the application for exemption from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 thereunder, to the extent re- 
quested, be and hereby is granted, effective forth- 
with, subject to those conditions to which Appli- 
cant has consented and which are set forth in 
Investment Company Act Release No. 11938. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11990/October 16, 1981 


In the Matter of 


INTERCAPITAL LIQUID ASSET FUND INC. 

INTERCAPITAL HIGH YIELD SECURITIES INC. 

INTERCAPITAL INCOME SECURITIES INC. 

INTERCAPITAL TAX-FREE DAILY INCOME 
FUND INC. 

INTERCAPITAL TAX EXEMPT SECURITIES INC. 

INTERCAPITAL INDUSTRY-VALUED 
SECURITIES INC. 

INTERCAPITAL DIVIDED GROWTH 
SECURITIES INC. 

INTERCAPITAL NATURAL RESOURCE 
DEVELOPMENT SECURITIES INC. 

ACTIVE ASSETS MONEY TRUST 

ACTIVE ASSETS TAX-FREE TRUST 

ACTIVE ASSETS GOVERNMENT SECURITIES 
TRUST 

DEAN WITTER REYNOLDS INTERCAPITAL 
INC. 

Five World Trade Center 

New York, New York 10048 


and 


DEAN WITTER REYNOLDS ORGANIZATION 
INC. 

45 Montgomery Street 

San Francisco, CA 94104 


(812-4991) 


NOTICE OF FILING OF APPLICATION PURSU- 
ANT TO SECTION 6(c) OF THE ACT FOR AN 
ORDER OF EXEMPTION FROM THE PROVI- 
SIONS OF SECTION 15(a) OF THE ACT 


NOTICE IS HEREBY GIVEN that InterCapital Liq- 
uid Asset Fund Inc. (“Liquid Asset’), InterCapital 
High Yield Securities Inc. (‘‘High Yield’’), 
InterCapital Income Securities Inc. (“Income”), 
InterCapital Tax-Free Daily Income Fund Inc. 
(“Tax-Free”), InterCapital Tax Exempt Securities 
Inc. (“Tax Exempt’), InterCapital Industry-Valued 
Securities Inc. (‘“Industry-Valued”), InterCapital 
Dividend Growth Securities Inc. (‘Dividend 
Growth’) and InterCapital Natural Resource De- 
velopment Securities Inc. (“Natural Resource’) 
(collectively, the “Funds’), Active Assets Money 
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Trust, Active Assets Tax-Free Trust and Active As- 
sets Government Securities Trust (collectively, the 
“Trusts,” and referred to herein collectively with 
the Funds as the “Investment Companies’), Dean 
Witter Reynolds InterCapital Inc. (“Investment 
Manager”), and the Investment Manager's parent, 
Dean Witter Reynolds Organization Inc. (“Dean 
Witter’) (referred to herein with the Investment 
Companies and the Investment Manager as “Ap- 
plicants”), filed an application on October 13, 
1981, and an amendment thereto on October 16, 
1981, pursuant to Section 6(c) of the Investment 
Company Act of 1940 (‘Act’), for an order of the 
Commission exempting Applicants from the provi- 
sions of Section 15(a) of the Act to the extent nec- 
essary to permit the implementation, without 
shareholder approval, of new investment manage- 
ment contracts between the Investment 
Companies and the Investment Manager on the 
same fundamental terms and conditions as the 
present investment management contracts (‘‘In- 
vestment Management Contracts’), during the pe- 
riod commencing on the date on which Sears Ac- 
quisition Corporation (‘Bidder’), a wholly-owned 
subsidiary of Sears, Roebuck and Co. (“Sears”), 
first purchases shares of the common stock of 
Dean Witter pursuant to a cash tender offer, and 
continuing through the date a new investment 
management contract is approved or disapproved 
by shareholders of each respective Investment 
Company, which period shall be no longer than 
120 days. All interested persons are referred to 
the application on file with the Commission for a 
statement of the representations contained there- 
in, which are summarized below. 


Each of the Investment Companies is registered 
under the Act as an open-end, diversified manage- 
ment investment company, except for Income, 
which is registered as a closed-end, diversified 
management investment company. The Invest- 
ment Manager, which is registered under the In- 
vestment Advisers Act of 1940, serves as the in- 
vestment adviser to each Investment Company, in 
each case pursuant to an Investment Management 
Contract approved by the Investment Company’s 
shareholders. Applicants state that the fees paya- 
ble to the Investment Manager under the Invest- 
ment Management Contracts are each within the 
range of fees prevailing in the industry and have 
been found to be fair and reasonable in the judg- 
ment of the boards of directors and trustees of the 
Investment Companies (including those directors 
and trustees who are not interested persons of the 
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Investment Companies, who constitute 75% of the 
boards). The application states that, absent the 
transactions described in this application or some 
other event not presently foreseeable, the Invest- 
ment Management Contracts between the Invest- 
ment Manager and each of the Investment Com- 
panies would continue until the following dates: (i) 
December 31, 1981—Liquid Asset and High Yield; 
(ii) January 31, 1982—Income; (iii) April 30, 
1982—Tax-Free, Tax Exempt and Industry- 
Valued; (iv) June 30, 1982—Dividend Growth and 
Natural Resource; and (v) October 30, 1982—the 
Trusts. 


The application states that, in mid-August 1981, 
representatives of Sears approached senior man- 
agement of Dean Witter on a preliminary and ex- 
ploratory basis, which resulted in general 
discussions concerning matters such as the busi- 
ness strategies of Dean Witter and Sears, 
including Sears’ long-term commitment to becom- 
ing a leading provider of consumer financial serv- 
ices. Applicants represent that these general 
discussions led to meetings in late September be- 
tween members of senior management of Sears 
and Dean Witter, and, on October 1 and 2, to ne- 
gotiations for a possible acquisition of Dean Witter 
by Sears. Negotiations broke off on the evening of 
October 2, 1981, but resumed on the evening of 
October 6, 1981. It is asserted that, on October 7, 
981, the senior managements of Dean Witter and 
Sears determined that they were prepared to rec- 
ommend to their respective Boards of Directors a 
transaction in which the entire equity interest in 
Dean Witter would be acquired by Sears in two 
steps: (i) a tender offer by the Bidder for up to 
5,463,213 shares (the “Tender Offer’), or approxi- 
mately 45% of the outstanding shares, on a fully 
diluted basis, of Dean Witter’s common stock, par 
value $1.00 per share (‘Shares’), for $50 per 
share net to the seller in cash and (ii) the merger 
of Dean Witter with and into the Bidder (the ‘““Merg- 
er’), subject to the approval of the stockholders of 
Dean Witter and certain other conditions. Appli- 
cants represent that, on October 8, 1981, the Ex- 
ecutive Committee of the Board of Directors of 
Sears authorized the making of a formal acquisi- 
tion proposal to Dean Witter; on the same day, the 
Board of Directors of Dean Witter unanimously ap- 
proved the Tender Offer and the Merger and rec- 
ommended that shareholders of Dean Witter who 
wish to receive cash for their Shares accept the of- 
fer. On October 8, 1981, the Bidder, Sears and 
Dean Witter executed an Agreement and Plan of 
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Reorganization and Agreement of Merger (collec- 
tively, “Merger Agreement’). In addition to provid- 
ing for the Merger, Applicants state that the Merg- 
er Agreement grants the Bidder an option 
(“Option”) exercisable through February 5, 1982, 
to purchase up to 1,880,011 authorized but 
unissued Shares of Dean Witter at a price of $50 
per Share. 


Section 15(a) of the Act provides, in pertinent part, 
that it shall be unlawful for any person to serve or 
act as investment adviser of a registered invest- 
ment company, except pursuant to a written con- 
tract which has been approved by the vote of a 
majority of the outstanding voting securities of 
such registered company, and requires that such 
written contract provide for automatic termination 
in the event of its assignment. Section 2(a)(4) of 
the Act defines “assignment” to include any direct 
or indirect transfer of a contract by the assignor, or 
of a controlling block of the assignor’s outstanding 
voting securities by a security holder of the as- 
signor. Section 2(a)(9) of the Act defines “control” 
as the power to exercise a controlling influence 
over the management or policies of a company, 
and beneficial ownership of more than 25% of the 
voting securities of a company is presumed to re- 
flect control. 


Applicants assert that, in the event that the Tender 
Offer is successful, or even moderately so, the 
Bidder will acquire in excess of 25% of the out- 
standing voting securities of Dean Witter. Howev- 
er, even if fewer than 25% of the outstanding 
shares are acquired pursuant to the Tender Offer, 
and given the existence of the Option, Applicants 
represent that it is likely that in the near future the 
Shares which the Bidder will own or have the right 
to own will represent the largest single holding of 
Shares. Applicants maintain therefore that the Bid- 
der’s acquisition of Shares can be expected to re- 
sult in a change of actual control of Dean Witter 
and the Investment Manager. As a result, an as- 
signment of each of the Investment Management 
Contracts within the meaning of Section 2(a)(4) of 
the Act would occur, and the Investment Manage- 
ment Contracts would terminate pursuant to their 
terms. Due to the requirements of Section 15(a) of 
the Act, new investment management contracts 
could not be implemented without shareholder ap- 
proval. Applicants assert that such shareholder 
meetings would require the preparation and clear- 
ance of proxy materials, and sufficient solicitation 
periods to obtain the requisite quorums. The appli- 
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cation states that the Investment Manager is cur- 
rently preparing the proxy materials, and expects 
that the preparation and clearance of these mate- 
rials will take several weeks. Based on its experi- 
ence with respect to previous meetings of share- 
holders of the Investment Companies, the 
Investment Manager believes that a solicitation 
period of at least 45 days will be necessary to re- 
ceive sufficient proxies to obtain quorums at such 
meetings. Applicants expect that shareholder 
meetings of the Investment Companies will be 
called for and held in mid-December 1981. 


Applicants assert that, in view of the Tender Offer 
and the possible exercise of the Option, which can 
be expected to result in termination of the Invest- 
ment Management Contracts, the boards of direc- 
tors of the Funds and the trustees of the Trusts 
are concerned that the Investment Companies 
may not be able to continue the present relation- 
ships with the Investment Manager established 
pursuant to the Investment Management Con- 
tracts. The application states that in the course of 
a telephone meeting and conversations subse- 
quent to the announcement of the Tender Offer 
and Merger, they unanimously determined that it 
would be in the best interests of the Investment 
Companies and their shareholders to enter into 
new investment management contracts (“New 
Contracts’) with the same terms and conditions as 
the Investment Management Contracts currently in 
effect (except for the expiration dates and, in cer- 
tain cases necessary to comply with state law, 
provisions regarding reimbursement by the Invest- 
ment Manager of expenses in excess of state law 
limitations) and at the same level of compensa- 
tion, subject to formal consideration of the matter 
(in accordance with the requirements of Section 
15(c) of the Act) at meetings of the directors and 
trustees scheduled for October 26, 1981." It is as- 
serted that the New Contracts would take effect on 
the date the Bidder first purchases Shares pursu- 
ant to the Tender Offer or the Option (‘‘“Assignment 
Date’). 


Section 6(c) of the Act provides, in pertinent part, 
that the Commission, by order upon application, 





1 Applicants undertake to file an amendment to the 
application promptly after the October 26, 1981 
meetings, which amendment will describe the 
formal conclusions of the directors and trustees 
and the basis of those conclusions. 
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may conditionally or unconditionally exempt any 
person, security or transaction from any provision 
of the Act or any rule or regulation thereunder, if 
and to the extent that such exemption is necessa- 
ry or appropriate in the public interest and consist- 
ent with the protection of investors and the pur- 
poses fairly intended by the policy and provisions 
of the Act. 


Applicants request an order of the Commission, 
pursuant to Section 6(c) of the Act, exempting 
them from the provisions of Section 15(a) of the 
Act to the extent necessary to permit the imple- 
mentation, without shareholder approvals, of the 
New Contracts during the period from the Assign- 
ment Date through the date on which shareholders 
of each respective Investment Company approve 
or disapprove a New Contract, such period to be 
no longer than 120 days from the Assignment 
Date. Applicants also state, however, that, al- 
though assignments of the Investment Manage- 
ment Contracts may occur prior to the issuance of 
an order, Applicants shall not rely on such order, 
prior to its issuance, as authority for serving as in- 
vestment adviser to the Investment Companies. 
Applicants undertake to present the New Con- 
tracts for approval by directors and trustees, and 
ratification by shareholders of the Investment 
Companies, as soon as reasonably practicable. In 
addition, Applicants represent that the Investment 
Companies will not bear any of the costs of the 
preparation and filing of this application or any 
other costs arising out of the assignment of the In- 
vestment Management Contracts (except to the 
extent such costs also relate to the holding of an- 
nual meetings and are in lieu of costs the Invest- 
ment Companies would otherwise have incurred 
with respect to such meetings). 


Applicants submit that the granting of the re- 
quested exemption from Section 15(a) of the Act 
would be consistent with the standards set forth in 
Section 6(c) of the Act for the following reasons: 


(i) Applicants state their belief that, not 
withstanding the assignments that will 
occur, there will be no change in the in- 
vestment advisory and other services 
provided to the Investment Companies. 
It is asserted that Sears has announced 
that Dean Witter will become an autono- 
mous subsidiary of Sears, continuing to 
operate under the same name and un- 
der its present management. Applicants 
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represent that each Investment Compa- 
ny will continue to receive the same 
services, provided by the same person- 
nel, as prior to such assignments. 


(ii) It is asserted that the Tender Offer 
and the Option were viewed as neces- 
sary elements in assuring that Sears 
can obtain the requisite voting control of 
Dean Witter for securing approval of the 
Merger by Dean Witter shareholders. In 
order to minimize the possibility of the 
Tender Offer being unsuccessful, due to 
the exercise of withdrawal rights that 
would arise in the event of a competing 
tender offer, the Tender Offer is struc- 
tured to enable the purchase of Shares 
as promptly as possible after its com- 
mencement. In view of the foregoing, 
Dean Witter submits that it would not be 
in the best interests of its stockholders 
to restructure the transactions, or to de- 
lay the purchase of Shares pursuant to 
the Tender Offer, to enable approval of 
the New Contracts by shareholders of 
the Investment Companies prior to a 
change of control of the Investment 
Manager. Applicants believe that such 
restructuring would increase the vulner- 
ability of Dean Witter to a competing ac- 
quisition bid from a less stable and less 
attractive bidder. In that event, Appli- 
cants maintain that Dean Witter would 
have less control over the selection and 
integrity of the company indirectly 
controlling the operations of the Invest- 
ment Manager and, thus, place at risk 
the present benefical relationships be- 
tween the Investment Manager and the 
Investment Companies. 


(iii) Applicants state that the Investment 
Manager is not itself a party to the 
transactions agreed upon by Dean 
Witter and Sears and had no formal 
voice in their decision-making process. 
In this situation, where the Investment 
Manager's operations are only one part 
of a rather large transaction between 
major corporations, Applicants repre- 
sent that there was no practicable op- 
portunity for the Investment Manager to 
affect the terms of the arrangements 
agreed upon by the parties. It is there- 
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fore asserted that the situation is similar 
to various types of assignments which 
are involuntary or unforeseeable. It is 
asserted that the statements of the 
Commission accompanying the propos- 
al of Rule 15a—4 (Investment Company 
Act Release No. 10809, August 6, 
1979)? suggest that where an assign- 
ment is foreseeable, the policy of the 
Act that shareholder approval be ob- 
tained prior to entering into an invest- 
ment advisory relationship should not 
be thwarted by providing an exemption 
from Section 15(a) of the Act because, 
in such a case, it is reasonably practica- 
ble to obtain prior shareholder approval. 
Applicants represent that, while in this 
case an assignment might be deemed 
to have been foreseeable because of 
the negotiated nature of the Merger, the 
rapid culmination of the negotiations did 
not present, and the form of the trans- 
actions deemed most appropriate by 
Sears and Dean Witter do not permit, 
the opportunity to secure prior approval 
of New Contracts by shareholders of the 
Investment Companies. 


(iv) Applicants submit that the alternative 
of the Investment Manager serving at 
“cost” would be unreasonable. In this 
regard, Applicants state that the pay- 
ments that the Investment Manager re- 
ceives pursuant to the Investment Man- 
agement Contracts with the Investment 
Companies represent substantially all of 
its revenues, the aggregate fees paya- 
ble under the Investment Management 
Contracts amounting to approximately 
$75,000 per day. The Investment Mana- 
ger submits that to deprive it of such 
revenues until the New Contracts can 
be approved by shareholders, for no 
other reason that the fact that the Ten- 
der Offer and Option will technically re- 
sult in termination of the Investment 





2Rule 15a-4 provides a temporary exemption 
from the requirement of Section 15(a) of the Act 
regarding prior shareholder approval of an invest- 
ment advisory contract in certain situations during 
which an investment company would otherwise be 
without an investment adviser. 


Volume 23, No. 16, November 3, 1981 








Management Contracts, would be a 
harsh result and an unreasonable pen- 
alty to attach to transactions having no 
substantive impact on the nature and 
quality of the services rendered to the 
Investment Companies. 


In view of the foregoing, Applicants submit that the 
exemption they request would be appropriate in 
the public interest, and consistent with the protec- 
tion of investors and the purposes fairly intended 
by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than 12:00 noon, November 
6, 1981, submit to the Commission in writing a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commis- 
sion shall order a hearing thereon. Any such com- 
munication should be addressed: Secretary, Secu- 
rites and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicants at 
the addresses stated above. Proof of such service 
(by affidavit or, in the case of an attorney-at-law, 
by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, 
an order disposing of the application will be issued 
as of course following said date unless the Com- 
mission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons 
who request a hearing, or advice as to whether a 
hearing is ordered, will receive any notices and or- 
ders issued in this matter, including the date of the 
hearing (if ordered) and any postponements there- 
of. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11991/October 16, 1981 


In the Matter of 


IDS LIFE INSURANCE COMPANY 
IDS LIFE ACCOUNT C 
IDS LIFE ACCOUNT D 
IDS LIFE ACCOUNT E 


IDS Tower 
Minneapolis, MN 55402 


(812-4886) 


NOTICE OF APPLICATION FOR AN ORDER 
PURSUANT TO SECTION 11 OF THE ACT 
APPROVING CERTAIN OFFERS OF EXCHANGE 
AND PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTIONS FROM SECTIONS 
2(a)(32)2(a)(35), 22(c), 26(a), 26(a)(2)(C), 
27(c)(1) 27(c)(2), AND 27(d) OF THE ACT AND 
RULE 22c-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that IDS Life Insur- 
ance Company (‘IDS Life’), a stock life insurance 
company organized under the laws of the State of 
Minnesota and IDS Life Account C (‘Account C”), 
IDS Life Account D (“Account D’’) and IDS Life Ac- 
count E (‘‘Account E’’) (collectively the ‘‘Ac- 
counts’’), separate accounts of IDS Life registered 
collectively under the Investment Company Act of 
1940 (the “Act’) as a single unit investment trust 
(collectively “Applicants’’), filed an application on 
June 5, 1981, and an amendment thereto on Au- 
gust 31, 1981, pursuant to Section 11 of the Act 
for an order approving certain offers of exchange, 
and pursuant to Section 6(c) of the Act, for an or- 
der of exemption from Sections 2(a)(32), 2(a)(35), 
22(c), 26(a), 26(a)(2)(C), 27(c)(1), 27(c)(2), and 
27(d) of the Act and Rule 22c-1 thereunder, to the 
extent necessary to permit Applicants to offer a 
variable annuity contract providing for contingent 
deferred sales charges and other charges and to 
permit IDS Life to act as custodian for the assets 
of the unit investment trust issuing the contract 
and, pursuant to Section 11 of the Act, approving 
certain offers of exchange to be provided with the 
variable annuity contract. All interested persons 
are referred to the application on file with the 
Commission for a statement of the facts and rep- 
resentations contained therein, which are summa- 
rized below. 
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Account C, Account D and Account E were estab- 
lish for the purpose of funding single purchase 
payment, deferred, variable annuity Contracts dis- 
tributed by IDS Life. 


An owner's purchase payment under the Contract 
will be allocated to one or more of the Accounts. 
Account C was formed to accept allocations re- 
ceived by IDS Life in connection with the Contract 
for investment in shares of IDS Life Capital Re- 
source Fund |, Inc. (“Capital Resource”). Similar- 
ly, Account D was formed to accept allocations re- 
ceived in connection with the Contract for 
investment in IDS Life Special Income Fund |, Inc. 
(“Special Income’) and Account E was formed to 
accept allocations received in connection with the 
Contract for investment in IDS Life Moneyshare 
Fund, Inc. (“Moneyshare”’). Capital Resource, 
Special Income and Moneyshare (together, 
“Funds”) are each registered, diversified, open- 
end management investment companies. The Ac- 
counts have been registered collectively as a 
single unit investment trust under the Act. This unit 
investment trust proposes to offer and sell the 
Contract under the name INNOVEST I. IDS Life is 
principal underwriter and distributor of the Con- 
tract. 


The minimum purchase payment under the Con- 
tract will be $25,000. During the Accumulation Pe- 
riod, the owner may transfer all or a part of the 
contract value held in one or more of the Accounts 
to another one or more of the Accounts, provided 
that the amount to be transferred is at least $2,000 
(or the entire balance in the Accounts, if less). 
Each such transfer will be made, without the impo- 
sition of any fee or charge, as of the end of the 
valuation period during which IDS Life receives a 
valid, complete transfer request. This transfer priv- 
ilege may be suspended or modified by IDS Life at 
any time. IDS Life will not, however, modify the 
transfer privilege without seeking and obtaining 
any necessary order or consent from the Commis- 
sion. In addition, once each contract year during 
the annuity period, the owner may elect to have 
the annuity units of one or more of the Accounts 
from which annuity payments derive exchanged 
for, or converted into, annuity units of another Ac- 
count or Accounts. 


The Contract will be offered without the imposition 
of an initial sales charge on the purchase pay- 
ment. Instead, a contingent deferred sales charge 
(“Surrender Charge’’) intended to reimburse IDS 
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Life for expenses incurred which are related to 
Contract sales will be applied upon redemption or 
partial withdrawals during the first seven years of 
a Contract. However, the owner may surrender up 
to 10% of the amount of the purchase payment in 
any contract year after the first, without the impo- 
sition of any Surrender Charge. Any surrender 
during the first contract year, and any surrender of 
an amount in excess of 10% of the purchase pay- 
ment during any of contract years 2 through 7 will 
result in the imposition of a Surrender Charge. The 
Surrender Charge will be an amount equal to the 
lesser of (i) 9% of the purchase payment or (ii) if 
the surrender is during the first contract year, 7% 
of the amount surrendered, or, if the surrender is 
during the second through the seventh contract 
year, a percentage of the amount by which the 
amount surrendered during such contract year ex- 
ceeds 10% of the purchase payment, such per- 
centage being 6% in the second contract year and 
decreasing by 1% per year to 1% in the seventh 
contract year. After the seventh contract year 
there is no Surrender Charge, nor is there a Sur- 
render Charge if the annuitant dies during the ac- 
cumulation period. 


The Contract also provides for an annual adminis- 
trative charge (‘Administrative Charge’) of $20 
during the accumulation period. This charge is to 
reimburse IDS Life for expenses incurred in estab- 
lishing and maintaining the records relating to the 
contract owner and participation in the Accounts 
for the duration of the Contract. The amount of this 
charge may not be increased by IDS Life. The 
Administrative Charge is deducted from the con- 
tract value on the last day of each contract year 
during the Accumulation Period and if a contract is 
surrendered on other than the last day of a con- 
tract year, the charge will be deducted from the 
contract value before determining the surrender 
value. 


IDS Life makes a daily deduction from the Ac- 
counts of a fee which is equivalent to 1% of the 
average net assets on an annual basis. This fee is 
intended to compensate IDS Life for the risks it as- 
sumes under the Contracts, an annuity mortality 
risk and an expense risk (‘Mortality and Expense 
Risk Charge’). IDS Life estimates that approxi- 
mately two-thirds of the Mortality and Expense 
Risk Charge is attributable to the mortality risk and 
one-third is attributable to the expense risk. The 
application states that IDS Life does not plan to 
profit from the Administrative Charge, however it 
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does hope to profit from the Mortality and Expense 
Risk Charge. Applicants state that any profits real- 
ized by IDS Life from the Contracts would be avail- 
able to it for any proper corporate purpose, 
including among other things, payment of distribu- 
tion (selling) expenses. 


Offer of Exchange 


Section 11(a) of the Act makes it unlawful for any 
registered open-end investment company or any 
principal underwriter for such a company to make 
or cause to be made an offer to the holder of a se- 
curity of such company or of any other open-end 
investment company to exchange his security for a 
security in the same or another such company on 
any basis other than the relative net assert values 
of the respective securities to be exchanged, un- 
less the terms of the offer have first been 
submitted to and approved by the Commission. 
Section 11(c) provides that, irrespective of the ba- 
sis of exchange, the provisions of subsection (a) 
shall be applicable to any offer of exchange of any 
security of a registered open-end company for a 
security of a registered unit investment trust and to 
and type of offer of exchange of the securities of 
registered unit investment trusts for the securities 
of any other investment company. 


Under the Contract, an owner may split the alloca- 
tion of the purchase payment among one or more 
of the Accounts. Each of the Accounts is invested 
exclusively in the shares of one of the Funds. Ap- 
plicants propose to permit transfers of contract 
value among the Accounts as described above. 
The application states that such transfers will be 
effected at net asset value, with no assessment of 
any kind of transaction or sales charge. Applicants 
submit that the transfer rights will afford the owner 
flexibility of a choice among the shares of mutual 
funds having different investment objectives. Ap- 
plicants contend that the transfer rights are not in 
any way violative of any of the provisions of Sec- 
tion 11 of the Act, and request an order pursuant 
to Section 11 to the extent necessary to permit Ap- 
plicants to offer contract owners the transfer privi- 
leges described. 


Performance of Custodian Function 
Section 27(c)(2) provides that the proceeds of all 


payments on periodic payment plan certificates is- 
sued by a registered investment company (except 
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amounts deducted for sales load) must be depos- 
ited with a trustee or custodian with the qualifica- 
tions prescribed by Section 26(a) under an agree- 
ment described therein. Section 26(a) provides 
that no principal underwriter for or depositor of a 
registered unit investment trust shall sell securities 
of which the trust is the issuer unless the inden- 
ture, custodial agreement or other instrument un- 
der which the securities are issued designates one 
or more qualified banks to serve as trustee or 
custodian. 


Applicants request an exemption from Sections 
26(a) and 27(c)(2) so that IDS Life may administer 
the Accounts without appointing a custodian or 
trustee. They state that IDS Life will be responsi- 
ble for administering the Accounts, receiving and 
processing all payments, and making deductions 
therefrom in accordance with the terms of the 
Contract. Applicants indicate that the Accounts will 
invest their assets in shares of registered invest- 
ment companies which use open account systems 
for their shares. Therefore, Applicants state, there 
will be no certificates to keep in custody. Appli- 
cants further state that obligations of the Accounts 
are policy obligations of IDS Life under Minnesota 
law and consequently backed by IDS Life’s total 
resources (except other separate accounts) and 
that the activities of the Accounts will be closely 
supervised by Minnesota insurance authorities. 
Applicants assert that IDS Life is subject to super- 
vision and control by the Insurance Division of the 
State of Minnesota and other state insurance ad- 
ministrators and that Minnesota law provides that 
the assets of the Accounts shall not be chargeable 
with liabilities arising out of any other business 
IDS Life may conduct. 


Surrender Charge 
Sections 26(a)(2)(C) and 27(c)(2) 


Section 27(c)(2) of the Act provides that the pro- 
ceeds of all payments on periodic payment plan 
certificates issued by a registered investment 
company (except amounts deducted for sales 
load) must be deposited with a trustee or 
custodian with the qualifications prescribed by 
Section 26(a) and held by such trustee or 
custodian under an agreement described therein. 
Section 26(a)(2)(C) provides that no payment to 
the depositor or principal underwriter of a unit in- 
vestment trust shall be allowed the custodian as 
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an expense, except a fee, not exceeding such rea- 
sonable amount as the Commission may pre- 
scribe, as compensation for performing bookkeep- 
ing and other administrative services of a 
character normally performed by the custodian. 


Applicants submit that the proposed Surrender 
Charge is not inconsistent with the limitations on 
payments by the custodian. They assert that the 
charge is not the typical kind of “expense” con- 
templated by Section 26(a)(2)(C) and that the Sur- 
render Charge will be assessed solely to recover 
expenses related to the sale of the Contract, 
including commissions paid to sales personnel, 
and the costs of promotion and sales administra- 
tion. They aver that deferring the sales change 
and making it contingent upon an event which may 
never occur does not change the basic nature of 
the charge as a sales charge for which Section 
27(c)(2) contains an exception. Thus, Applicants 
request an exemption from the operation of the 
provisions of Sections 26(a)(2)(C) and 27(c)(2) of 
the Act to the extent necessary to permit assess- 
ment of the Surrender Charge in the manner de- 
scribed. 


Section 2(a)(35) 


Section 2(a)(35) defines “sales load” as the differ- 
ence between the price of a security to the public 
and that portion of the proceeds from its sale 
which is received and invested less any portion of 
such difference deducted for trustee’s or 
custodian’s fees, insurance premiums, issue taxes 
or administrative expenses or fees which are not 
properly chargeable to sales or promotional activi- 
ties. 


Applicants submit that the proposed pricing struc- 
ture is consistent with the intent of the definition of 
sales load. They contend that the expense for 
which the Surrender Charge is designed to reim- 
burse IDS Life are wholly attributable to sales and 
promotional activity and thus fit squarely within the 
Section 2(a)(35) definition but for the timing of the 
imposition of the charge. In order to avoid any 
questions as to the potential applicability of Sec- 
tion 2(a)(35), Applicants request an exemption 
from that section to the extent necessary to permit 
the imposition of the Surrender Charge. 


Section 22(c) and rule 22c-1 
Rule 22c-1, promulgated under Section 22(c) of 
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the Act, in pertinent part, prohibits any registered 
investment company issuing a redeemable securi- 
ty from selling, redeeming or repurchasing any 
such security except at a price based on the cur- 
rent net asset value of such security. 


Applicants assert that when a surrender is re- 
quested to effect a cash withdrawal under the 
Contract, the price on redemption will be based on 
the current net asset value. The Surrender Charge 
will merely be deducted at the time of redemption 
from the owner’s proportionate share of account 
value. Applicants submit that imposition of the 
Surrender Charge is in no way violative of Section 
22(c) or Rule 22c—1. However, in order to avoid 
any questions of applicability of those provisions, 
Applicants request an exemption from them to the 
extent necessary to permit imposition of the Sur- 
render Charge. 


Section 27(c)(1) 


Section 27(c)(1) of the Act, in pertinent part, pro- 
hibits any registered investment company issuing 
periodic payment plan certificates, or depositor or 
underwriter therefor, from selling any such certifi- 
cate unless it is a redeemable security. 


Applicants believe that the assessment of a Sur- 
render Charge upon certain redemptions, which is 
fully disclosed in the prospectus, would not pre- 
vent the Contract from qualification as a redeem- 
able security. However, in order to avoid any 
questions of applicability of Section 27(c)(1),- Ap- 
plicants request an exemption from its provisions 
to the extent necessary to permit imposition of the 
Surrender Charge. 


Sections 2(a)(32) and 27(d) 


Section 2(a)(32) of the Act, in pertinent part, de- 
fines ‘redeemable security” as any security under 
the terms of which the holder is entitled to receive 
approximately his proportionate share of the issu- 
er’s current net assets or the cash equivalent 
thereof. Section 27(d) of the Act, in pertinent part, 
requires that the holder of a periodic payment plan 
certificate be able to surrender the certificate un- 
der certain circumstances with the recovery of cer- 
tain front-end sales charges. 


Applicants submit that the imposition of the Sur- 
render Charge does not violate Sections 2(a)(32) 
or 27(d). While Applicants acknowledge that both 
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sections contemplate the assessment of a front- 
end sales load, they state that deferring the impo- 
sition of the sales charge does not restrict the 
owner from receiving his proportionate share or 
the value of his account on redemption. In order to 
avoid any questions of the applicability of Sections 
2(a)(32) and 27(d), Applicants request an exemp- 
tion from their provisions to the extent necessary 
to permit imposition of the Surrender Charge. 


Administrative Charge 


As noted above, the Contract is subject to an an- 
nual Administrative charge of $20. If the value of 
the Contract is surrendered in full or other than the 
last day of the contract year, the Administrative 
Charge will be deducted from the owner’s redemp- 
tion proceeds. 


The provisions of the Act discussed above under 
the heading “Surrender Charge” may be equally 
applicable to the Administrative Charge. Thus, Ap- 
plicants request exemptions from the provisions of 
Sections 2(a)(32), 22(c), 26(a)(2)(C), 27(c)(1), 
27(c)(2), and 27(d) of the Act and Rule 22c-1 
thereunder, to the extent necessary, to permit de- 
duction of the Administrative Charge as described. 


Payment of Contract Fees and Charges 


As stated above, Section 27(c)(2) of the Act pro- 
vides that the proceeds of all payments on period- 
ic payment plan certificates issued by a registered 
investment company (except amounts deducted 
for sales load) must be deposited with a trustee or 
custodian with the qualifications prescribed in 
Section 26(a) and held by such trustee or 
custodian under an agreement described therein. 
Section 26(a)(2)(C), as here pertinent, provides 
that no payment to the depositor or principal un- 
derwriter of a unit investment trust shall be al- 
lowed the custodian as an expense, except a fee, 
not exceeding such reasonable amount as the 
Commission may prescribe, as compensation for 
performing bookkeeping and other administrative 
services of a character normally performed by the 
custodian. Section 26(a)(2)(D) further provides 
that the custodian have possession of all securi- 
ties and other property in which the funds of the 
trust are invested subject only to charges and col- 
lections allowed under clauses (A), (B) and (C) of 
Section 26(a)(2) until distribution thereof to the se- 
curity holders of the trust. 
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Applicants request an exemption from the provi- 
sions of Sections 26(a) and 27(c)(2) to the extent 
necessary to permit deduction by IDS Life and 
payment to IDS Life of the Administrative Charge, 
the Mortality and Expense Risk Charge and any 
applicable state premium tax. Applicants agree to 
the following conditions and terms in connection 
with these exemptions: 


(1) The charges for administrative services shall 
not exceed such reasonable amount as the 
Commission may prescribe, jurisdiction being 
reserved to the Commission for such purpose. 


(2) The payment of sums and charges out of the 
assets of the Accounts shall not be deemed to 
be exempted from regulation by the Commis- 
sion by reason of the requested order, provid- 
ed that the Applicants’ consent to the condition 
shall not be deemed to be a concession to the 
Commission of authority to regulate the pay- 
ment of sums and charges out of such assets 
other than charges for administrative services, 
and Applicants reserve the right, in any pro- 
ceeding before the Commission, or in any suit 
or action in any court to assert that the Com- 
mission has no authority to regulate the pay- 
ment of such other sums and charges. 


Section 6(c) of the Act provides, in part, that the 
commission may conditionally or unconditionally 
exempt any person, security, or transaction or any 
class or classes of persons, securities, or transac- 
tions from any provision of the Act or any rule or 
regulation under the Act if, and to the extent, such 
exemption is necessary or appropriate in the pub- 
lic interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the 
policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, no later than November 6, 1981 at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the matter accompanied 
by a statement as to the nature of his/her interest, 
the reasons for such request, and the issues, if 
any, of fact or law proposed to be controverted, or 
he/she may request that he/she be notified if the 
Commission shall order a hearing thereon. Any 
such communication should be addressed: Secre- 
tary, Securities and Exchange Commission, 
Washington, D.C., 20549. A copy of such request 
shall be served personally or by mail upon the Ap- 
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plicants at the address stated above. Proof of such 
service (by affidavit or, in the case of an attorney- 
at-law, by certificate) shall be filed contemporane- 
ously with the request. As provided by Rule 0-5 of 
the Rules and Regulations promulgated under the 
Act, an order disposing of the application will be 
issued as of course following said date, unless the 
Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Per- 
sons who request a hearing, or advice as to 
whether a hearing is ordered will receive any no- 
tice and order in this matter, including the date of 
the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11992/October 16, 1981 


In the Matter of 


CAPITAL REALTY INVESTORS, LTD. 
C.R.I., INC. 

ROCKVILLE PIKE ASSOCIATES, LTD. 
WILLIAM B. DOCKSER 

MARTIN C. SCHWARTZBERG 

H. WILLIAM WILLOUGHBY 

One Central Plaza 

11300 Rockville Pike 

Rockville, Maryland 


(812-4949) 
NOTICE OF FILING OF APPLICATION PURSU- 


ANT TO SECTION 6(c) OF THE ACT FOR EX- 
EMPTION FROM ALL PROVISIONS OF THE ACT 


NOTICE IS HEREBY GIVEN that Capital Realty 
Investors, Ltd. (“Partnership”), a District of Colum- 
bia limited partnership, and its general partners, 
C.R.1., Inc. (“CRI”), Rockville Pike Associates, 
Ltd. (“RPA”), William B. Dockser (“Dockser’), 
Martin C. Schwartzberg (“Schwartzberg’) and H. 
William Willoughby (“Willoughby”) (‘General Part- 
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ners” and together with the Partnership, collec- 
tively referred to hereinafter as ‘“Applicants”), filed 
an application on August 14, 1981, pursuant to 
Section 6(c) of the Investment Company Act of 
1940 (‘Act’), for an order exempting the Partner- 
ship from all provisions of the Act and the rules 
and regulations thereunder. All interested persons 
are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicants state that the Partnership was formed 
under the District of Columbia Uniform Limited 
Partnership Act on June 1, 1981 as a vehicle for 
private investment in government-assisted apart- 
ment complexes in accordance with the express 
determination made by Congress in Title IX of the 
Housing and Urban Development Act of 1968 (‘‘Ti- 
tle IX’’). It is asserted that the Partnership will op- 
erate as a “two-tier” partnership, i.e., the Partner- 
ship, as limited partner, will invest in other limited 
partnerships (“Local Partnerships’) which, in turn, 
will develop, own and operate new, existing or 
substantially rehabilitated residential buildings 
which receive any form of local, state or federal 
assistance, insurance or guarantee. The applica- 
tion states that the general partners of the Part- 
nership are CRI, which is the Managing General 
Partner, RPA, Dockser, Schwartzberg and Wil- 
loughby, and that an affiliate of CRI will be a part- 
ner in each Local Partnership. Applicant states 
that the Partnership is organized as a limited part- 
nership because that form of organization is the 
only one which provides investors with both (1) the 
ability to claim on their individual tax returns the 
deductions, losses, credits and other tax items 
arising from the Partnership’s interest in Local 
partnerships which own and operate the govern- 
ment-assisted apartment complexes and (2) liabili- 
ty limited to their capital investment. Applicants 
represent that counsel is rendering its opinion that 
the Partnership will be treated as a partnership for 
Federal income tax purposes. 


The application states that the Partnership’s ob- 
jectives are to (i) preserve and protect the Partner- 
ship's capital; (ii) provide current tax benefits to in- 
vestors in the form of tax losses during the early 
years of the Partnership operations; (iii) provide 
capital appreciation through appreciation in value 
of the Partnership’s investments; and (iv) provide 
cash distributions from sale or refinancing of the 
Partnership's investments and, on a more limited 
basis, from rental operations. 
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Applicants state that on July 27, 1981, the Part- 
nership filed a registration statement under the 
Securities Act of 1933, as amended (‘Securities 
act’), pursuant to which the Partnership intends to 
offer publicly 30,000 Units of limited partnership 
interest (“Units”) at $1,000 per unit. It is asserted 
that Merrill Lynch, Pierce, Fenner & Smith, Incor- 
porated (‘‘Merrill Lynch’’) and other selected 
broker-dealers will act as selling agents for the of- 
fering of Units. Applicants represent that the Part- 
nership will have between a minimum of 
$2,175,000 and a maximum of $26,700,000 avail- 
able for investment from the proceeds of this offer- 
ing. It is asserted that, from the amount available 
for investment, the Partnership will pay certain ac- 
quisition expenses and fees to the Managing Gen- 
eral Partner and its affiliates and establish a re- 
serve for working capital, and that the remainder 
of the amount available for investment will be in- 
vested in Local Partnerships. 


Applicants state that the Partnership will be 
controlled by its General Partners and that the lim- 
ited partners, consistent with their status, will not 
be entitled to participate in the control of the Part- 
nership’s business. It is asserted that a majority in 
interest of the limited partners, however, will have 
the right to amend the Partnership Agreement, dis- 
solve the Partnership and remove any General 
Partners and elect a replacement therefor, provid- 
ed that such rights will not adversely affect the tax 
or limited partner status of the limited partners. 
The application further states that, under the Part- 
nership Agreement, each limited partner is entitled 
to review all books and records of the Partnership 
at any and all reasonable times. 


Applicants represent that it is anticipated that an 
affiliate of CRI will participate in each Local Part- 
nership as a limited partner and will have the right 
to become a managing general partner of the Lo- 
cal Partnership under certain circumstances. It is 
also stated that, in certain cases, a CRI affiliate 
will serve as general partner from the outset of the 
Partnership's investment in the Local Partnership. 


The application states that none of the fees or oth- 
er kinds of compensation to be paid to the General 
Partners and their affiliates during the various 
phases of the organization and operation of the 
partnership were negotiated at arm’s length. It is 
asserted, however, that all such compensation is 
fair and on terms no less favorable to the Partner- 
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ship than would be the case if such arrangements 
had been made with independent third parties. 


Applicants state that the Partnership will invest 
any net proceeds not immediately utilized to ac- 
quire Local Partnership interests or for other Part- 
nership purposes (such as the establishment of a 
reserve equal to 2% of the Gross Proceeds), in 
United States government securities, including 
treasury bills, other United States government 
guaranteed obligations, certificates of deposit or 
bank time deposits, or tax-exempt notes or bonds 
with maturities not exceeding one year. The appli- 
cation states that it is likely that the Partnership 
will hold temporary investments for more than one 
year. It is also asserted, however, that the Part- 
nership will own and hold these securities on a 
temporary basis pending full investment in Local 
Partnership interests, and it is the Partnership's in- 
tention to be engaged, as soon as is reasonably 
possible, in a business other than that of investing, 
reinvesting, owning or holding any of these tempo- 
rary investments. 


Applicants state that since it is anticipated that the 
Partnership will register the Units pursuant to Sec- 
tion 12 of the Securities Exchange Act of 1934 
(“Exchange Act’), the Partnership expects to file 
with the Commission, pursuant to Section 15(d) of 
the Exchange Act, all required current reports on 
Forms 10-K, 10-Q and 8-K as well as any other 
reports required by such Act. Applicants further 
state that the Partnership will distribute to the Lim- 
ited Partners certain reports concerning its busi- 
ness and operation. 


Applicants state that the Partnership Agreement 
provides that the Partnership will indemnify the 
General Partners for losses sustained by them or 
their affiliates by reason of acts or omissions per- 
formed in connection with the business of the Part- 
ners. Nevertheless, the Partnership Agreement 
further provides that there shall be no indemnifica- 
tion in connection with (1) any claim or settlement 
involving the Securities Act unless (a) the persons 
seeking indemnification are successful in de- 
fending such action and (b) such indemnification is 
specifically approved by a court which has been 
advised as to the current position of the Commis- 
sion concerning such indemnification (unless the 
Partnership’s counsel advises that the matter has 
been settled by controlling precedent), or (2) any 
liability imposed by law, including liability for fraud, 
bad faith or negligence. 
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Section 6(c) of the Act provides, as herein perti- 
nent, that the Commission, by order upon applica- 
tion, may conditionally or unconditionally exempt 
any person from the provisions of the Act and the 
rules promulgated thereunder, if and to the extent 
that such exemption is necessary or appropriate in 
the public interest and consistent with the protec- 
tion of investors and the purposes fairly intended 
by the policy and provisions of the Act. 


Without conceding that the Partnership is an in- 
vestment company as defined in the Act, Appli- 
cants request that the Partnership be exempted 
from the provisions of the Act pursuant to Section 
6(c). In support of this request, Applicants assert 
that such exemption from the rules and regulations 
promulgated pursuant to the Act is both necessary 
and appropriate in the public interest and would be 
consistent with the protection of investors and the 
purposes and policies underlying the Act. 


Applicants represent that investment in low and 
moderate income housing in accordance with the 
national policy enunciated by Congress in Title IX 
is not economically suitable for private investors 
without the tax and organizational advantages of 
the limited partnership form. Applicants further 
state that the limited partnership form of organiza- 
tion is incompatible with the operational framework 
of the Act. The application states that a limited 
partnership would be unable to function in the 
manner contemplated by the Partnership if it is 
deemed to be an investment company under the 
Act. In addition, Applicants maintain that applica- 
tion of the Act would discourage two-tiered limited 
partnership arrangements and thus eliminate the 
best available means of attracting private equity 
capital into government-assisted housing and frus- 
trate national policy. 


The application states that the contemplated ar- 
rangement of the Partnership is not susceptible to 
abuses of the sort that the Act was designed to 
remedy. Applicants assert that the Units will be 
sold only to relatively sophisticated investors who 
have special qualifications. Applicants assert that 
any subscriptions for Units of limited partnership 
interests must be approved by Merrill Lynch, which 
approval shall be conditioned upon representa- 
tions as to the suitability of the investment for each 
subscriber. In addition, Applicants represent that 
the Partnership Agreement and Prospectus con- 
tain numerous provisions designed to insure fair 
dealing by the General Partners with the limited 
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partners. Applicants state that the suitability 
standards, requirements for fair dealing and perti- 
nent governmental regulations imposed on each 
Local Partnership by various federal, state and lo- 
cal agencies provide protection to investors com- 
parable to and in some respects greater than that 
provided by the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 9, 1981, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commis- 
sion shall order a hearing thereon. Any such ccm- 
munication should be addressed: Secretary, Secu- 
rites and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicants at 
the address stated above. Proof of such service 
(by affidavit or, in the case of an attorney-at-law, 
by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, 
an order disposing of the application will be issued 
as of course following said date unless the Com- 
mission thereafter orders a hearing upon request 
or upon the Commission's own motion. Persons 
who request a hearing, or advice as to whether a 
hearing is ordered, will receive any notices and or- 
ders issued in this matter, including the date of the 
hearing (if ordered) and any postponements there- 
of. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11993/Ooctober 19, 1981 


In the Matter of 
THE CAPITOL LIFE INSURANCE COMPANY 


CAPITOL LIFE SEPARATE ACCOUNT M 
1600 Sherman Street 
Denver, Colorado 80203 


and 


MERRILL LYNCH BASIC VALUE FUND, INC. 
MERRILL LYNCH CAPITAL FUND, INC. 
MERRILL LYNCH SPECIAL VALUE FUND, INC. 
MERRILL LYNCH READY ASSETS TRUST 
MERRILL LYNCH CORPORATE BOND FUND, 
INC. 

HIGH INCOME PORTFOLIO 

HIGH QUALITY PORTFOLIO 

INTERMEDIATE TERM PORTFOLIO 


165 Broadway 
New York, N.Y. 10080 


(812-4902) 


ORDER PURSUANT TO SECTION 11 OF THE 
ACT FOR APPROVAL OF CERTAIN OFFERS OF 
EXCHANGE AND PURSUANT TO SECTION 6(c) 
OF THE ACT FOR EXEMPTIONS FROM SEC- 
TIONS 22(d), 26(a) AND 27(c)(2) OF THE ACT 


Capitol Life Insurance Company, (‘Capitol Life’), 
a stock life insurance company organized under 
the laws of the State of Colorado, and Capitol Life 
Separate Account M, established by Capitol Life 
and registered as a unit investment trust under the 
Investment Company act of 1940 (‘Act’), Merrill 
Lynch Basic Value Fund, Inc., Merrill Lynch Capi- 
tal Fund, Inc., Merrill Lynch Special Value Fund, 
Inc., Merrill Lynch Ready Assets Trust and Merrill 
Lynch Corporate Bond Fund, Inc. (originally, 
Merrill Lynch High Income Fund, Inc. reorganized 
and now consisting of three separate investment 
portfolios, High Income Portfolio, High Quality 
Portfolio and Intermediate Term Portfolio) (‘‘Appli- 
cants’’), filed an application on June 23, 1981 for 
an amended order pursuant to Section 11 of the 
Act, approving certain offers of exchange, and, 
pursuant to Section 6(c) of the Act, exempting the 
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Applicants from the provisions of Sections 22(d), 
26(a) and 27(c)(2) of the Act. 


On September 22, 1981, a notice was issued (In- 
vestment Company Act Release No. 11951) of the 
filing of the application. The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No hearing has been re- 
quested and the Commission has not ordered a 
hearing. 


The matter has been considered and it is found 
that the granting of the application is appropriate 
in the public interest and consistent with the pro- 
tection of investors and the purposes fairly intend- 
ed by the policy and provisions of the Act. Accord- 
ingly, 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that the requested exemptions from Sections 
22(d), 26(a) and 27(c)(2) of the Act be, and hereby 
are, granted, and pursuant to Section 11 of the Act 
that the proposed offers of exchange, be, and 
hereby are, approved, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11994/October 19, 1981 


In the Matter of 
CENTENNIAL TAX EXEMPT TRUST 


3600 South Yosemite Street 
Denver, Colorado 80237 


(812-4907) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT GRANTING EXEMPTION FROM THE PRO- 
VISIONS OF SECTION 2(a)(41) OF THE ACT 
AND RULES 2a-4 AND 22c-1 THEREUNDER 
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Centennial Tax Exempt Trust (‘Applicant’), an 
open-end, diversified management investment 
company, filed an application on June 26, 1981, 
requesting an order of the Commission, pursuant 
to Section 6(c) of the Investment Company Act of 
1940 (‘Act’) exempting the Applicant from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 thereunder to the extent neces- 
sary to permit the Applicant to compute its price 
per share using the amortized cost method of 
valuation. 


On September 21, 1981, a notice was issued of 
the filing of the application (Investment Company 
Act Release No. 11945). The notice gave interest- 
ed persons an opportunity to request a hearing 
and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found 
that the granting of the requested exemption is ap- 
propriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT iS ORDERED, pursuant to Section 6(c) of the 
Act, that the application for exemption from the 
provisions of Section 2(a)(41) of the Act and Rules 
2a-—4 and 22c-1 thereunder, to the extent re- 
quested, be and hereby is, granted, effective forth- 
with, subject to those conditions to which Appli- 
cant has consented and which are set forth in 
Investment Company Act Release No. 11945. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11995/October 19, 1981 


In the Matter of 


CENTENNIAL MONEY MARKET TRUST 
3600 South Yosemite Street 
Denver, Colorado 80237 


(812-4908) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT GRANTING EXEMPTION FROM RULES 
2a—4 AND 22c-1 THEREUNDER 


Centennial Money Market Trust (‘Applicant’), an 
open-end, diversified management investment 
company, filed an application on June 26, 1981 
and an amendment thereto on July 28, 1981, re- 
questing an order of the Commission pursuant to 
Section 6(c) of the Investment Company Act of 
1940 (‘Act’) exempting the Applicant from the 
provisions of Rules 2a—4 and 22c-1 thereunder to 
the extent necessary to permit it to compute its 
price per share to the nearest one cent on a share 
value of one dollar. 


On September 22, 1981, a notice was issued of 
the filing of the application (Investment Company 
Act Release No. 11950). The notice gave interest- 
ed persons an opportunity to request a hearing 
and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found 
that the granting of the requested exemption is ap- 
propriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that the application for exemption from the 
provisions of Rules 2a—-4 and 22c-1 under the 
Act, to the extent requested, be and hereby is, 
granted, effective forthwith, subject to those condi- 
tions to which Applicant has consented and which 
are set forth in Investment Company Act Release 
No. 11950. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11996/October 20, 1981 


In the Matter of 


NUVEEN MUNICIPAL BOND FUND, INC. 
115 South LaSalle Street 
Chicago, Illinois 60603 


and 


JOHN NUVEEN & CO. INCORPORATED 

NUVEEN TAX-EXEMPT BOND FUND 

NUVEEN TAX-EXEMPT BOND FUND—MULTI- 
STATE 

NUVEEN TAX-EXEMPT BOND FUND—MEDIUM 
TERM 

NUVEEN TAX-EXEMPT BOND FUND—SHORT 
TERM 

NUVEEN TAX-EXEMPT BOND FUND—MULTI- 
MATURITY 

NUVEEN INCOME FUND 

209 South La Salle Street 

Chicago, Illinois 60604 


(812-4547) 


ORDER OF THE COMMISSION AMENDING A 
PREVIOUS COMMISSION ORDER GRANTING 
AN EXEMPTION PURSUANT TO SECTION 6(c) 
OF THE ACT FROM THE PROVISIONS OF SEC- 
TION 22(d) OF THE ACT AND RULE 22d-1 
THEREUNDER. 


Nuveen Municipal Bond Fund, Inc., Nuveen In- 
come Fund, Series 1 and subsequent series, 
Nuveen Tax-Exempt Bond Fund, Series 1 and 
subsequent series, Nuveen Tax-Exempt Bond 
Fund—Multi-State, Series 1 and subsequent 
series, and Nuveen Tax-Exempt Bond Fund— 
Medium Term, Series 1 and subsequent series 
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(“Old Nuveen Funds”), and Nuveen Tax-Exempt 
Bond Fund—Short Term, Series 1 and subse- 
quent series, and Nuveen Tax-Exempt Bond 
Fund—Multi-Maturity Fund A and subsequent 
series (“New Nuveen Funds”), and John Nuveen 
& Co. Incorporated (“Nuveen”), filed an applica- 
tion on August 6, 1981, and an amendment there- 
to on August 24, 1981, for an order of the Com- 
mission amending an earlier order of the 
Commission dated November 26, 1979 (iInvest- 
ment Company Act Release No. 10952). The 
earlier order pursuant to Section 6 (c) of the In- 
vestment Company Act of 1940 (the “Act’’) ex- 
empted the old Nuveen Funds and Nuveen from 
the provisions of Section 22(d) of the Act and Ruie 
22d-1 thereunder to permit sales of such Nuveen 
Funds’ securities at their current net asset value 
without a sales charge to Nuveen Affiliated Em- 
ployees, as defined in the application, who are 
participants in a non-tax qualified employee bene- 
fit plan. The amended order extends the Commis- 
sion’s earlier order to include within the terms 
thereof the New Nuveen Funds and any other 
series of registered unit investment trusts spon- 
sored by Nuveen in the future. Nuveen Municipal 
Bond Fund, Inc. is registered under the Act as a 
diversified, open-end, management investment 
company, and the other Old Nuveen Funds and 
the New Nuveen Funds are registered under the 
Act as unit investment trusts. 


On September 21, 1981, a notice was issued (In- 
vestment Company Act Release No. 11943) of the 
filing of said application. The notice gave interest- 
ed persons an opportunity to request a hearing 
and stated that an order disposing of the applica- 
tion would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found 
that granting of the requested exemption is appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act. Ac- 
cordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that the application for amendment of the 
Commission’s order dated November 26, 1981, 
contained in Investment Company Act Release 
No. 10952, to the extent requested, be, and here- 
by is, granted, effective forthwith. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11997/October 20, 1981 


In the Matter of 


INA TAX-FREE RESERVE FUND, INC. 
3411 Silverside Road 
Wilmington, Delaware 19810 


(812-4959) 


NOTICE OF FILING OF AN APPLICATION FOR 
AN ORDER PURSUANT TO SECTION 6(c) OF 
THE ACT EXEMPTING APPLICANT FROM THE 
PROVISIONS OF SECTIONS 2(a)(41) AND 
12(d)(3) OF THE ACT AND RULES 2a-4 and 
22c-1 THEREUNDER 


NOTICE IS HEREBY GIVEN THAT INA Tax-Free 
Reserve Fund, Inc. (‘Applicant’), registered under 
the Investment Company Act of 1940 (‘Act’) as an 
open-end, management investment company, filed 
an application on August 24, 1981, and an amend- 
ment thereto on October 8, 1981, seeking an order 
of the commission pursuant to Section 6(c) of the 
Act exempting the Applicant from the provisions of 
Section 12(d)(3) of the Act to the extent necessary 
to permit the Applicant to acquire rights to sell its 
portfolio securities to brokers or dealers and from 
the provisions of Section 2(a)(41) of the Act and 
Rules 2a-—4 and 22c-—1 thereunder to the extent 
necessary to permit the Applicant to value in the 
manner described in the application such rights 
acquired from banks, brokers or dealers. All inter- 
ested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein, which are sum- 
marized below. 


According to the application, the Applicant is a 
Maryland corporation which seeks to provide its 
investors with preservation of capital, liquidity and, 
consistent with the foregoing objectives, the 
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highest possible current income exempt from Fed- 
eral income taxes. To this end, the Applicant in- 
vests primarily in a broad range of short-term se- 
curities and instruments issued by state and local 
governments and public authorities, securities 
sold by state or municipal governments and public 
authorities as interim financing in anticipation of 
tax collections, revenue receipts or bond sales; 
project notes which are secured by the full faith 
and credit of the United States; and commitments 
to purchase the foregoing securities and instru- 
ments on a “when-issued” basis, which earn inter- 
est exempt from Federal income taxes (‘Municipal 
Instruments’). To the extent that suitable tax- 
exempt investments are unavailable, or that funds 
must be invested on a temporary basis, the Appli- 
cant reserves the right to invest up to 20% of its 
net assets for defensive or temporary purposes in 
a variety of short-term taxable obligations, 
including U.S. Government backed securities, cer- 
tificates of deposit and other bank instruments, 
commercial paper, variable amount master de- 
mand notes, corporate bonds, and repurchase 
agreements with respect to these obligations. The 
Applicant further states, however, that consistent 
with the desires of the Applicant’s shareholders, it 
has not since its inception made any purchase of 
such taxable obligations or entered into any repur- 
chase agreements. 


Applicant represents that, as permitted by a prior 
exemptive order received from the Commission 
(Investment Company Act Release No. 11686, 
March 16, 1981) subject to certain conditions, it 
has maintained a $1.00 constant net asset vaiue 
per share and a relatively stable daily dividend by 
keeping its average weighted portfolio maturity un- 
der 120 days, excluding realized and unrealized 
gains and losses from dividends, and calculating 
net asset value per share by using the amortized 
cost method of portfolio valuation. 


Applicant states that in addition to a constant net 
asset value per share, its shareholders require the 
ability to receive same-day redemption proceeds 
in Federal funds. As described in Applicant's pro- 
spectus, redemption orders received before 12:00 
noon, Eastern time, will be effected at the net as- 
set value determined at noon and shareholders 
will receive same-day redemption proceeds in 
Federal funds. The Federal funds wire closes for 
transmission purposes at 3:00 p.m. Therefore, Ap- 
plicant states that it has little time to obtain (either 
from maturing portfolio securities or settlements 
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arranged that day on sales of securities) the cash 
needed to meet net redemptions. Because the ma- 
turity dates of the Municipal Instruments held in 
Applicant’s portfolio are relatively infrequent and 
non-negotiable, the Applicant maintains that it 
cannot rely on scheduled maturities to meet net 
redemptions. In addition, Applicant asserts that 
regular settlement on sales of portfolio securities 
may take five business days; thus, unless prior ar- 
rangements assuring immediate liquidity have 
been made, the negotiation of same-day settle- 
ments on sales of portfolio securities within the 
brief time available is frequently impossible or may 
require Applicant to receive a less favorable exe- 
cution price on a sale even though the securities 
sold have a short remaining maturity. Applicant 
states that the other investment techniques used 
by taxable money market funds to obtain liquidity 
are not viable options because they are prohibi- 
tively expensive or would produce undesirable tax- 
able income. 


Applicant proposes to improve its portfolio liquidity 
by assuring same-day settlements on portfolio 
sales (and thus facilitate the same-day payments 
of redemption proceeds in Federal funds) through 
the acquisition of “Standby Commitments.” As de- 
scribed by the Applicant, a Standby Commitment 
is a right of a fund, when it purchases a Municipal 
Instrument for its portfolio from a broker, dealer or 
other financial institution, to sell the same principal 
amount of such securities back to the seller, at the 
fund’s option, at a specified price. Standby Com- 
mitments are also known as ‘puts’. The Applicant 
states that its investment policies will permit the 
acquisition of Standby Commitments solely to fa- 
cilitate portfolio liquidity, and that the acquisition or 
exercisability of a Standby Commitment will not af- 
fect the valuation or maturity of its underlying port- 
folio, which will continue to be valued in accord- 
ance with its amortized cost order, as it may be 
amended. 


Applicant states that the Standby Commitments 
will have the following features: {1) they will be in 
writing and will be physically held by Applicant's 
custodian; (2) they may be exercisable by Appli- 
cant at any time prior to the underlying security's 
maturity; (3) Applicant's rights to exercise them 
will be unconditional and unqualified; (4) they will 
be entered into only with dealers, banks and 
broker-dealers who in the investment adviser’s 
opinion present a minimal risk of default; (5) al- 
though they will not be transferable, Municipal In- 
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struments purchased subject to such commit- 
ments could be sold to a third party at any time, 
even though the commitment was outstanding; 
and (6) their exercise price will be (i) Applicant's 
acquisition cost of the municipal securities which 
are subject to the commitment (excluding any ac- 
crued interest which Applicant paid on their acqui- 
sition), less any amortized market premium or plus 
any amortized market or original issue discount 
during the period Applicant owned the securities, 
plus (ii) all interest accrued on the securities since 
the last interest payment date during the period 
the securities were owned by Applicant. Applicant 
further states that since it values its Municipal In- 
struments on an amortized cost basis, the amount 
payable under a Standby Commitment will be sub- 
stantially the same as the value assigned by the 
Applicant to the underlying securities. Moreover, 
the Applicant submits that there is little risk of an 
event occurring which would make the amortized 
cost valuation of its portfolio securities inappropri- 
ate; however, the Applicant represents that in the 
unlikely event that the market or fair value of secu- 
rities in its portfolio were not substantially equiva- 
lent to their amortized cost value, the securities 
would be valued on the basis of available market 
information and held to maturity. Applicant repre- 
sents that it expects to refrain from exercising the 
Standby Commitments in such a situation to avoid 
imposing a loss on a dealer and jeopardizing the 
Applicant's business relationship with that dealer. 


According to the application, the Applicant expects 
that Standby Commitments generally will be avail- 
able without the payment of any direct or indirect 
consideration. However, if necessary or advisable, 
the Applicant states that it wil pay for Standby 
Commitments, either separately in cash or by 
paying a higher price for portfolio securities which 
are acquired subject to the commitment. As stated 
by Applicant, as a matter of policy, the total 
amount “paid” in either manner for outstanding 
Standby Commitments held in its portfolio will not 
exceed 12 of 1% of the value of its total assets cal- 
culated immediately after any Standby Commit- 
ment is acquired. 


As stated in the application, it is difficult to evalu- 
ate the likelihood of use or the potential benefit of 
a Standby Commitment. Therefore, the Applicant 
states that its Directors will determine that Stand- 
by Commitments have a “fair value” of zero, re- 
gardiess of whether any direct or indirect consid- 
eration was paid. Where the Applicant has paid for 


SEC DOCKET/1291 








a Standby Commitment, its cost will be reflected 
as unrealized depreciation for the period during 
which the commitment is held. !n addition, the Ap- 
plicant states that for purposes of complying with 
the condition of its amortized cost order that the 
dollar-weighted average maturity of its portfolio 
shall not exceed 120 days, the maturity of a port- 
folio security shall not be considered shortened or 
otherwise affected by any Standby Commitment to 
which such security is subject. 


Applicant states (on the basis of its counsel's un- 
derstanding) that the Internal Revenue Service 
(“IRS”) has issued a favorable private ruling to the 
effect that a registered investment company will 
be the owner of municipal securities acquired sub- 
ject to a put option and that interest on the securi- 
ties will be tax-exempt to the company; however, 
Applicant does not intend to seek a favorable rul- 
ing from the IRS with respect to its Standby Com- 
mitments. Applicant further states that there is no 
assurance that Standby Commitments will be 
available to it nor has it assumed that such com- 
mitments would continue to be available under all 
market conditions. 


In relevant part, Section 2(a)(41) of the Act defines 
value to mean: (i) with respect to securities for 
which market quotations are readily available, the 
market value of such securities, and (ii) with re- 
spect to other securities and assets, fair value as 
determined in good faith by the board of directors. 
Rule 22c-—1 under the Act provides, in part, that no 
registered investment company issuing any re- 
deemable security, and no principal underwriter 
thereof, shall sell, redeem or repurchase any such 
security except at a price based on the current net 
asset value of such security which is next com- 
puted after receipt of tender of the security for re- 
demption or of an order to purchase or sell such 
security. Rule 2a—4 under the Act provides, in rel- 
evant part, that the “current net asset value” of a 
redeemable security issued by a registered invest- 
ment company used in computing its price for the 
purpose of distribution, redemption and repur- 
chase shall be an amount which reflects calcula- 
tions made in accordance with provisions of the 
rule and that portfolio securities with respect to 
which market quotations are readily available shall 
be valued at current market value and other secu- 
rities and assets shall be valued at fair value as 
determined in good faith by the board of directors. 


Section 6(c) of the Act provides, in part, that the 
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Commission may, upon application, conditionally 
or unconditionally exempt any person, security or 
transaction, or any class or classes of persons, 
securities or transactions, from any provision or 
provisions of the Act or the rules thereunder, if and 
to the extent that such exemption is necessary or 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Applicant requests an order pursuant to Sec- 
tion 6(c) of the Act exempting it from the provi- 
sions of Section 2(a)(41) of the Act and Rules 
2a-4 and 22c-1 thereunder to the extent neces- 
sary to permit it to value the Stand-by Commit- 
ments as proposed. Section 12(d)(3) of the Act, in 
relevant part, prohibits any registered investment 
company from purchasing or otherwise acquiring 
any security issued by or any other interest in the 
business of any person who is a broker, a dealer, 
is engaged in the business of underwriting, or is 
an investment adviser. Therefore, Applicant also 
requests an order pursuant to Section 6(c) of the 
Act exempting it from the provisions of Section 
12(d)(3) of the Act to the extent necessary to per- 
mit its acquisition of Stand-by Commitments from 
brokers or dealers. 


Applicant asserts that the requested relief is ap- 
propriate, in the public interest, and consistent 
with the protection of investors. Applicant submits 
that the proposed acquisition of Standby Commit- 
ments will not affect its net asset value per share 
for purposes of sales and redemptions and will not 
pose new investment risks, but rather will improve 
its liquidity and ability to pay redemption proceeds 
the same day in Federal funds. In addition, Appli- 
cant submits that its reliance upon the credit of 
dealers, banks and brokers from which it pur- 
chases commitments will be secured to the extent 
of the value of the underlying municipal securities 
which are subject to the commitment. Therefore, 
Applicant asserts that a Standby Commitment will 
present substantially less risk than a bank certifi- 
cate of deposit and will be qualitatively no greater 
a risk than the risk of loss faced by any investment 
company which is holding securities pending set- 
tlement after having agreed to sell the securities to 
a broker or dealer in the ordinary course of busi- 
ness. Moreover, Applicant represents that its in- 
vestment adviser intends to evaluate periodically 
the credit of institutions issuing Standby Commit- 
ments. For that reason and in light of the fact that 
Standby Commitments will not be ascribed value 
for purposes of determining Applicant's net asset 
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value, the Applicant asserts that the acquisition of 
such commitments will not meaningfully expose its 
assets to the entrepreneurial risks of the invest- 
ment banking business, nor require it to evaluate 
the credit of dealers in determining its net asset 
value. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 13, 1981, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commis- 
sion shall order a hearing thereon. Any such com- 
munication should be addressed: Secretary, Secu- 
rities and Exchange Commission, Washington 
D.C. 20549. A copy of such request shall be 
served personally or by mail upon the Applicant at 
the address stated above. Proof of such service 
(by affidavit or, in the case of an attorney-at-law, 
by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, 
an order disposing of the application will be issued 
as of course following said date unless the Com- 
mission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons 
who request a hearing or advice as to whether a 
hearing is ordered, will receive any notices and or- 
ders issued in this matter, including the date of the 
hearing (if ordered) and any postponements there- 
of. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11998/October 21, 1981 


In the Matter of 


BOSTON FINANCIAL APARTMENTS 
ASSOCIATES, L.P., 
BFTG RESIDENTIAL PROPERTIES, INC. 


and 


FRANKLIN HOUSING ASSOCIATES 
70 Federal Street 
Boston, Massachusetts 02110 


(812-4932) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT EXEMPTING APPLICANTS FROM ALL 
PROVISIONS OF THE ACT 


NOTICE IS HEREBY GIVEN that Boston Financial 
Apartments Associates, L.P. (“Partnership”), a 
Delaware limited partnership, and its general part- 
ners, BFTG Residential Properties, Inc. (“BFTG”), 
a Franklin Housing Associates (‘Franklin’) (““Gen- 
eral Partners” and, together with the Partnership, 
collectively referred to hereinafter as ‘‘Appli- 
cants”), filed an application on July 30, 1981, and 
an amendment thereto on October 15, 1981, for 
an order pursuant to Section 6(c) of the Invest- 
ment Company Act of 1940 (‘Act’), exempting the 
Partnership from all provisions of the Act and rules 
thereunder. All interested persons are referred to 
the application on file with the Commission for a 
statement of the representations contained there- 
in, which are summarized below. 


Applicants state the Partnership was formed under 
the Delaware Uniform Limited Partnership Act of 
July 21, 1981, as a vehicle for equity investment in 
apartment complexes which are assisted by feder- 
al, state or local government agencies in accord- 
ance with the policies and objectives of Title IX of 
the Housing and Urban Development Act of 1968 
(“Title IX’). Applicants state that the Partnership 
will operate as a “two-tier” entity, i.e., the Partner- 
ship, as a limited partner, will invest in other limit- 
ed partnerships (“Local Limited Partnerships’), 
that in turn, will engage in the development, reha- 
bilitation, ownership and operation of housing and 
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low and moderate income persons. Applicants 
state that the Partnership is organized as a limited 
partnership because that form of organization is 
the only one that provides an investor with both li- 
ability limited to his capital investment and the 
ability to claim on his individual tax return the de- 
duction, losses, credits, and other tax items that 
originate from the housing projects in which the 
limited partnership invests. Applicants represent 
that the Partnership is requesting a private ruling 
from the Internal Revenue Service that the Part- 
nership will be classified as a partnership and not 
as an association taxable as a corporation. 


Applicants also state that the Partnership’s invest- 
ment objectives are to preserve and protect the 
Partnership's capital, provide capital appreciation 
through appreciation in value of the projects of the 
Local Limited Partnerships, provide “tax losses” 
during the early years of the Partnership's opera- 
tions that the Limited Partners may use to offset 
income from other sources, provide annual cash 
distributions which are not expected (during the 
early years of Partnership operations) to constitute 
taxable income and which may increase over time, 
and build additional equity through amortization of 
mortgage loans of the Local Limited Partnerships. 


Applicants state that on July 30, 1981, the Part- 
nership filed a registration statement under the 
Securities Act of 1933 (the “Securities Act’), and 
an amendment thereto on October 15, 1981, pur- 
suant to which the Partnership intends to offer 
publicly 20,000 units of limited partnership interest 
(“Units”) at $1,000 per Unit with a minimum of 
$5,000 per investor. Purchasers of Units will be- 
come limited partners (“Limited Partners’) of the 
Partnership. In the event that the subscriptions for 
more than 20,000 Units are received, the Partner- 
ship has registered a total of 22,000 Units and has 
granted to Paine, Webber, Jackson & Curtis incor- 
porated (“Selling Agent’), a right, to sell up to 
2,000 additional units. It is estimated that the Part- 
nership will have as net proceeds of its public of- 
fering, a minimum of $4,350,000 and a maximum 
of $17,900,000 ($19,690,000 if the Selling Agent 
exercising its right to sell an additional 2,000 
Units) available for investment after deduction for 
sales commissions, anticipated offering expenses, 
acquisition fees and expenses, and the establish- 
ment of a contingency reserve. 


Applicants state that subscriptions for Units must 
be approved by BFTG (the “Managing General 
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Partner’), and that such approval will be made 
conditional upon representations as to suitability 
of the investment for each subscriber. Applicants 
further state that the partnership agreement pur- 
suant to which the Partnership is formed (‘‘Part- 
nership Agreement’) will require that, at least for 
the first five years of the Partnership’s operation, 
transfers of Units will be permitted only if the 
transferee meets the same suitability standards as 
had been imposed upon the transferor Limited 
Partner. 


Applicants state that the Partnership will be 
controlled by the General Partners, and the Limit- 
ed Partners, consistent with their limited liability 
status, will not be entitled to participate in the con- 
trol of the business of the Partnership. Limited 
Partners owning a majority of Partnership interests 
will have the right to amend the Partnership 
Agreement, remove any General Partner and elect 
a replacement therefor, and to dissolve the Part- 
nership. Any amendment to the Partnership 
Agreement, however, may not allow the Limited 
Partners to take part in the control of the Partner- 
ship’s business or otherwise affect their limited lia- 
bility. 


Applicants state that the General Partners have 
entered into a consulting agreement with Paine, 
Webber, Jackson & Curtis Incorporated (‘Paine 
Webber’), subject to receipt of approval from the 
National Association of Securities Dealers, Inc., 
under which Paine Webber has furnished, and will 
furnish if purchasers of the Units are admitted as 
Limited Partners, the General Partners with con- 
sulting services and advice in connection with cer- 
tain matiers relating to the Partnership, including 
its marketing material, investor subscriptions, 
compliance under applicable laws and the selec- 
tion of investments by the Partnership. For such 
services, Paine Webber will receive, as compen- 
sation from the General Partners (and not from the 
Partnership), an amount not to exceed 25% of any 
net cash receipts of the General Partners from the 
Partnership out of the proceeds of any Sale and 
Refinancing Transaction. 


According to the application, the Partnership will 
receive an opinion of counsel to the effect that, 
with certain exceptions under the Delaware Uni- 
form Partnership Act, the Partnership’s liability in 
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respect of each Local Limited Partnership will be 
limited to the Partnership’s capital contribution to 
the Local Limited Partnership. Applicants repre- 
sent, in addition, that under the Partnership Agree- 
ment, each Limited Partner is entitled to review all 
books and records of the Partnership at any and 
all reasonable times. 


Applicants state that the Partnership intends to in- 
vest only in Local Limited Partnerships in which an 
experienced real estate developer will agree to 
serve as the managing general partner for a peri- 
od of time acceptable to the Partnership. It will 
generally be the policy of the Partnership that an 
affiliate of the General Partners (“BFTG Affiliate’) 
become a special limited partner, with the right to 
become a general partner under specified circum- 
stances. 


Applicants state the Selling Agent will receive 
commissions equal to 8% of the offering proceeds 
(“Gross Proceeds’), of Units sold by the Selling 
Agent. It is assumed that 95% of the Units will be 
sold by the Selling Agent and 5% of the Units will 
be sold by other members of the National Associa- 
tion of Securities Dealers, Inc. (“NASD”) author- 
ized by the Selling Agnet to sell Units (‘Soliciting 
Dealers”). The Selling Agent will pay a commis- 
sion to each Soliciting Dealer of 8% of the Gross 
Proceeds of all sales of Units by such Soliciting 
Dealer. Applicants assert that selling commissions 
based on 8% of the gross offering proceeds are 
customarily charged in securities offerings of this 
type and are consistent with the guidelines of the 
NASD. In addition, (a) the Partnership will reim- 
burse the Selling Agent for the travel, hotel, meal 
and related expenses incurred by representatives 
of the Selling Agent and any Soliciting Dealers in 
attending certain conferences concerning the Part- 
nership and the offering, provided that such com- 
pensation will not exceed 0.4% of the Gross Pro- 
ceeds, (b) the Managing General Partner will pay 
the Selling Agent additional fees up to a total of 
0.3% of the Gross Proceeds based on the number 
of Units sold. 


Applicants further state that during the offering 
and organizational stage, the Managing General 
Partner and the Local Limited Partnerships will re- 
ceive from the Partnership non-recurring fees 
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equal in the aggregate to 10% of the Gross Pro- 
ceeds. 


Applicants represent that organizational stage 
fees payable to the Managing General Partner and 
its Affiliates and any other fees payable to all Gen- 
eral Partners and BFTG Affiliates in connection 
with the acquisition of interests in Local Limited 
Partnerships, will not exceed the least of: (1) the 
compensation customarily charged in arm’s length 
transactions by others rendering similar services 
as an on-going public activity in the same geo- 
graphical location and for comparable invest- 
ments, (2) an amount equal to 18% of the allo- 
cable portion of Gross Proceeds invested or 
committed for investment in each Local Limited 
Partnership, or (3) 6% of the sum of (a) the 
amount of the Partnership’s total investment in 
each Local Limited Partnership, plus, (b) the Part- 
nership’s allocable share of all liens and mort- 
gages secured by the project of the Local Limited 
Partnerships. 


During the Partnership's operating stage, Appli- 
cants state that Fund Service Corporation (“Fund 
Service’), a BFTG Affiliate, will receive an annual 
management fee from the Partnership equal to 
10% of the Partnership's share of cash flow from 
Local Limited Partnerships, provided that in no 
event shall such compensation for any year ex- 
ceed 0.5% of the sum of (a) the amount of the 
Partnership’s aggregate total investment in all Lo- 
cal Limited Partnerships, plus (b) the Partnership’s 
allocable share of all liens and mortgages secured 
by the projects of all Local Limited Partnerships. 
Any such compensation shall be non-cumulative 
and shall be payable only out of available funds. 
Applicants state that compensation to the General 
Partners during the liquidating stage will be in the 
form of distributions of the proceeds of the sale or 
refinancing of Local Limited Partnership projects 
or interests, or of real or personal property of the 
Partnership. The General Partners will receive 
15% of such sales or refinancing proceeds equal 
to the amount of their capital contributions, plus a 
6% cumulative annual return. Applicants state 
that, in addition to the foregoing fees and inter- 
ests, the General Partners and their affiliates will 
be compensated through a 5% interest in Partner- 
ship profits and losses. They will also receive not 
less than 1% of profits (for tax purposes) resulting 
from a sale or refinancing of Partnership assets. 
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Applicants state that the substantial fees and other 
forms of compensation that will be paid to the 
General Partners and their affiliates will not have 
been negotiated through arm’s length negotia- 
tions. They represent, however, that the terms of 
all such comppensation will be fair and not less fa- 
vorable to the Partnership than would be the case 
if such terms had been negotiated with independ- 
ent third parties. In addition, compensation in 
various forms will be paid to the local general part- 
ner of each Local Limited Partnership. 


Applicants state that all proceeds of the public of- 
fering of Units initially will be placed in an escrow 
account with The First National Bank of Boston 
(“Escrow Agent’). Pending release of offering pro- 
ceeds to the Partnership, the Escrow Agent will 
have the right, at the direction of the Partnership, 
to invest escrowed funds in United States govern- 
ment securities, securities issued or fully 
guaranteed by United States government 
agencies, certificates of deposit and time or de- 
mand deposits in commercial banks having a net 
worth of at least $25,000,000 and in commercial 
paper rated P-1 by Moody’s Investors Service, 
Inc. (“Moody's”), and securities of public invest- 
ment companies registered with the Securities Ex- 
change Commission with assets in excess of 
$50,000,000, a substantial portion of which is in- 
vested in investments comparable to the forego- 
ing, including, without limitation, Transamerica 
Cash Reserve, Inc., Fidelity Daily Income Trust 
and Scudder Cash Investment Trust. Applicants 
state that when a prescribed minimum number of 
subscriptions has been received, funds in escrow 
will be released to the Partnership and held in 
trust pending investment in Local Limited Partner- 
ships. 


Applicants state that after the Partnership has 
made an initial capital contribution to a Local Lim- 
ited Partnership, other funds allocated for subse- 
quent investment in that Local Limited Partnership 
will be temporarily invested by the Partnership in 
investments referred to in the preceding para- 
graph or in tax-exempt securities. It is represented 
that all such tax-exempt investments made by the 
Partnership will be rated MIG-2 or better by 
Moody's and have maturities not exceeding one 
year. 


Applicants state that the Partnership expects to 
file with the Commission, pursuant to Section 
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15(d) of the Securities Exchange Act of 1934 (“Ex- 
change Act’), all required annual reports, quarter- 
ly reports and current reports on Forms 10-K, 
10-Q and 8-K, respectively, as well as any other 
reports required by that act. In addition to the Ex- 
change Act reporting requirements, Applicants 
state that the Partnership will, under the terms of 
the Partnership Agreement, be required to provide 
comprehensive reports to Limited Partners on a 
periodic basis. Applicants further state that if the 
Units are not registered pursuant to Section 12 of 
the Exchange Act, the Partnership will distribute 
unaudited six-month financial statements to the 
Limited Partners for the first two complete quarters 
of the Partnership’s operations and for the first six 
months of each year of the Partnership’s opera- 
tions thereafter, together with a report of the Part- 
nership’s activities during such period. Applicants 
state if the Units are registered under the Ex- 
change Act, the Partnership will distribute to the 
Limited Partners unaudited quarterly financial 
statements for each of the first three quarters of 
each year of the Partnership, together with a re- 
port of the Partnership's activities during each 
quarter. Applicants also state that until the net pro- 
ceeds of the Partnership’s public offering have 
been fully invested or returned to the Limited Part- 
ners, the Partnership will furnish each Limited 
Partner, at least quarterly with a report concerning 
the investments of the Partnership. 


Applicants state that the Partnership Agreement 
provides that the Partnership shall indemnify the 
General Partners for losses sustained by them or 
their affiliates in connection with the business of 
the Partnership. Applicants further state, however, 
that insofar as indemnification for liabilities under 
the Securities Act may be permitted to the General 
Partners, the Partnership has been advised that in 
the opinion of the Commission, such indemnifica- 
tion is contrary to public policy as expressed is 
said Act and is therefore unenforceable. There- 
fore, the Partnership Agreement further provides 
that there shall be no indemnification in connec- 
tion with any claim or settlement involving the Se- 
curities Act unless (a) the persons seeking indem- 
nification are successful in defending such action 
and (b) such indemnification is specifically ap- 
proved by a court that has been advised as to the 
current position of the Commission regarding such 
indemnification. 


Without conceding that the Partnership is an in- 
vestment company as defined in the Act, Appli- 
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cants request that the Partnership be exempted 
from the provisions of the Act pursuant to Section 
6(c). Section 6(c) of the Act provides that the 
Commission may exempt any person, security, or 
transaction from any provision of the Act and rule 
thereunder if, and to the extent that, such exemp- 
tion is necessary or appropriate in the public inter- 
est and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. Applicants contend that the 
exemption of the Partnership from all provisions of 
the Act is both necessary and appropriate in the 
public interest. 


They assert that investment in low and moderate 
income housing in accordance with the national 
policy expressed in Title IX is not economically 
suitable for private investors without the tax and 
organizational advantages of the limited partner- 
ship form. Applicants assert that the limited part- 
nership structure provides the only means of 
bringing private equity capita! into government- 
assisted housing, particularly because public in- 
vestors typically consider investment in low and 
moderate income housing programs as involving 
greater risk than real estate investment generally. 
Applicants state that the limited partnership form 
insulates each Limited Partner from personal lia- 
bility and limits financial risk incurred by the Limit- 
ed Partner to the amount he has invested in the 
program, while also allowing the Limited Partner to 
claim on his individual tax return his proportionate 
share of the income and losses from the invest- 
ment. 


Applicants assert that despite the advantages it af- 
fords investors in government-assisted housing, 
the limited partnership form of organization is in- 
compatible with fundamental provisions of the Act, 
such as the requirement that all shares of man- 


agement investment company stock be voting se- 


curities; that disinterested persons be on the 
board of directors; and that the company’s direc- 
tors, its advisors, auditors and underwriters be 
chosen, and its policies be changed, only by vote 
of shareholders. In addition, real estate limited 
partnerships such as the Partnership generally 
cannot comply with the asset coverage limitations 
imposed by Section 18 of the Act. 


Thus, an exemption from these basic provisions is 
necessary, and, Applicants contend, it is appropri- 
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ate that such exemption be granted so as not to 
discourage use of the two-tier limited partnership 
entity. To do so, Applicants assert, would frustrate 
the public policy established by the housing laws. 


Applicants further state that interests in the Part- 
nership will be sold only to relatively sophisticated 
investors who must meet specified suitability 
standards which the Partnership believes are con- 
sistent with the securities laws of all states where 
the Units will be sold, and these investors will re- 
ceive extensive reports concerning the Partner- 
ship’s business and operations. Applicants also 
cite the extensive periodic reports providing addi- 
tional protection for Limited Partners. 


Applicants further state that, although the interests 
of the General Partners and their affiliates may 
conflict in various ways with the interests of Limit- 
ed Partners, the Limited Partners are adequately 
protected through disclosure in the Prospectus. 


Further protection for the interests of Limited Part- 
ners is provided, Applicants assert, by the numer- 
ous provisions of the Partnership Agreement de- 
signed to prevent overreaching by the General 
Partners and to assure fair dealing by the General 
Partners vis-a-vis the Limited Partners. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 16, 1981, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application accom- 
panied by a statement as to the nature of his or 
her interest, the reason for such request, and the 
issues, if any, of fact or law proposed to be contro- 
verted or he or she may request that he or she be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicants at the address stated above. 
Proof of such service (by affidavit or, in the case of 
an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided 
by Rule O-5 of the Rules and Regulations promul- 
gated under the Act, an order disposing of the ap- 
plication will be issued as of course following said 
date unless the Commission thereafter orders a 
hearing upon request or upon the Commission's 
own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will re- 
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ceive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11999/October 22, 1981 


In the Matter of 


BATEMAN EICHLER, HILL RICHARDS 
INCORPORATED 

700 South Flower Street 

Los Angeles, California 90017 


(812-4946) 


NOTICE OF FILING OF APPLICATION PURSU- 
ANT TO SECTION 6(c) OF THE ACT FOR AN 
ORDER OF EXEMPTION FROM SECTION 30(f) 
OF THE ACT. 


NOTICE IS HEREBY GIVEN that Bateman 
Eichler, Hill Richards Incorporated (‘‘Applicant’), 
registered as a broker-dealer under the Securities 
Exchange Act of 1934 (1934 Act’), in connection 
with a proposed public offering of units, each unit 
consisting of one share of common stock and a 
warrant to purchase one additional share of com- 
mon stock (the “‘Units’’), of Equity Strategies 
Fund, Inc. (the “Fund’’), a registered, closed-end, 
diversified, management investment company, 
filed an Application on August 14, 1981, pursuant 
to Section 6(c) of the Invesiment Company Act of 
1940 (the “Act’) for an order of the Commission 
exempting certain transactions of Applicant and its 
co-underwriters which are incidental to the distri- 
bution of the Fund’s Units from Section 30(f) of the 
Act to the extent that such Section incorporates 
the provisions of Section 16 of the 1934 Act. All in- 
terested persons are referred to the Application on 
file with the Commission for a statement of the 
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representations contained therein, which are sum- 
marized below. 


Applicant is the prospective representative (the 
“Representative’) of a group of underwriters (the 
“Underwriters”) being formed in connection with 
the proposed public offering by the Fund of 
2,500,000 Units plus 250,000 Units to cover the 
Underwriters’ over-allotment option. Units are to 
be purchased by the Underwriters pursuant to an 
Underwriting Agreement (the “Underwriting Agree- 
ment’) to be entered into between the Underwrit- 
ers, represented by the Representative, and the 
Fund. It is also contemplated that one or more 
dealers will offer to sell certain of the Units, and in 
connection with such offer and sale each such 
dealer will execute a Selected Dealers’ Agree- 
ment. It is intended that the several Underwriters 
will make a public offering of all the Units which 
such Underwriters are to purchase under the Un- 
derwriting Agreement at the Price therein spec- 
ified, as soon as or after the effective date of the 
Fund’s Registration Statement on Form N-2 (the 
“Registration Statement’) as a Representative 
deems advisable. Such Units are initially to be of- 
fered to the public in accordance with the formulae 
for the determination of the per Unit public offering 
price and underwriting commissions, which vary 
based upon the number of Units purchased in a 
single transaction, to be specified in the prospec- 
tus incorporated in the Registration Statement (the 
“Prospectus”’) at the time the Registration State- 
ment becomes effective under the Securities Act 
of 1933. Although 2,750,000 Units have been in- 
cluded for registration in the Registration State- 
ment, the actual number of Units which may be the 
subject of the proposed public offering may be in- 
creased or decreased by the Representative and 
the Fund shortly before the effective date of the 
Registration Statement and the proposed public 
offering, depending upon the exercise of an over- 
allotment election granted to the Underwriters, 
market conditions and other factors. 


Applicant states that, since it is not now possible 
for Applicant to determine the aggregate number 
of Underwriters there will be for the purposed of- 
fering of Fund Units or the original purchase obli- 
gation of any one or more of the Underwriters or 
the Representative, it is possible that the original 
purchase obligation of any one or more of the Un- 
derwriters, including the Representative, will ex- 
ceed 10% of the aggregate number of Units to be 
outstanding after purchase of Fund Units by the 
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several Underwriters pursuant to the Underwriting 
Agreement, upon the completion of the initial pub- 
lic offering, or at some interim time. Since Section 
30(f) of the Act subjects every person who is di- 
rectly or indirectly the beneficial owner of more 
than 10% of any class of outstanding securities of 
the Fund to the same duties and liabilities as those 
imposed by Section 16 of the 1934 Act with re- 
spect to transactions in the securities of the Fund, 
such Underwriter or Underwriters may become 
subject to the filing requirements of Section 16(a) 
of the 1934 Act and, upon resale of the Units Pur- 
chased by them to their customers, subject to the 
obligations imposed by Section 16(b) of the 1934 
Act. 


Rule 16b-2 under the 1934 Act exempts certain 
transactions in connection with a distribution of se- 
curities from the operation of Section 16(b) there- 
of. Applicant states that the purpose of the pur- 
chase of the Units by the Underwriters will be for 
resale in connection with the initial distribution of 
the Units. Applicant states that such purchases 
and sales, therefore, will be transactions effected 
in connection with the distribution of a substantial 
block of securities within the purpose and spirit of 
Rule 16b-2. 


Applicant states that, although it is anticipated that 
the requirements of Rules 16b-—2(a)(1) and (2) will 
be met here, it is possible that one or more of the 
Underwriters, through their participation in the dis- 
tribution of the Units, may not be exempted from 
Section 16(b) of the 1934 Act by the operation of 
Rule 16b-—2. Applicant states that they may fail to 
meet the requirements stated in Rule 16b-—2(a)(3) 
in that the extent of participation of persons not 
within the purview of Section 16(b) of the 1934 Act 
may not be at least equal to the aggregate partici- 
pation of persons receiving the exemption under 
Rule 16b-—2, since it is possible that one or more 
of the Underwriters, each of whom is obligated 
through the Underwriting Agreement to purchase 
more than 10% of the aggregate number of Units 
to be outstanding after the closing, may collective- 
ly purchase more than 50% of the Units offered. 


Applicant, moreover, states that the requirements 
of Rule 16b-—2(a)(3) may not be met because it is 
possible that one or more Underwriters, even 
though each is obligated by the Underwriting 
Agreement to purchase less than 10% of the ag- 
gregate number of Units to be outstanding upon 
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completion of the initial public offering of the Units, 
may, as a consequence of defaults by other Un- 
derwriters who do not purchase their respective 
underwriting commitments, each become obli- 
gated to purchase at the closing of the public of- 
fering more than 10% of the aggregate number of 
Units to be outstanding after the closing. Applicant 
states that it will be impossible to know in advance 
of one day prior to the effective date of the Regis- 
tration Statement whether the extent of the partici- 
pation of Underwriters in the offering of Units not 
within the purview of Section 16(b) of the 1934 Act 
is at least equal to the aggregate participation of 
persons exempted by Rule 16b-—2. 


Applicant also states that, in addition to the pur- 
chases of Units from the Fund and sales of Units 
to customers, there may be the usual transactions 
of purchase or sale incident to a distribution such 
as stabilizing purchases, purchases to cover over- 
allotments or other short positions created in con- 
nection with such distribution, and sales of Units 
purchased in stabilization. 


Applicant states that Section 16 of the 1934 Act 
was designed essentially to discourage the use by 
insiders of “inside information” unfairly in short- 
term trading of their company’s shares. Applicant 
argues that there is no inside information in exist- 
ence concerning the Fund since the Fund, prior to 
the initial distribution of the Units, will have no as- 
sets, other than cash, or business or any sort, and 
all material facts with respect to the Fund will be 
set forth in the Prospectus pursuant to which the 
Units will be offered and sold. No director or officer 
of the Applicant is a director or officer of either the 
Fund or Security Pacific Investment Managers, 
Inc., the Fund’s investment adviser (the “Advis- 
er’), or any affiliate of the Adviser, and Applicant 
states that it does not anticipate that any partner, 
director or officer of any other Underwriter will be a 
director or officer of the Fund, the Adviser or any 
such affiliate. 


Applicant submits that granting its requested ex- 
emption from the provisions of Section 30(f) of the 
Act is appropriate in the public interest and con- 
sistent with the protection of investors and the pur- 
poses fairly intended by the policy and provisions 
of the Act. Applicant further contends that the 
transactions sought to be exempted cannot lend 
themselves to the practices which Section 16(b) of 
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the 1934 Act and Section 30(f) of the Act were en- 
acted to prevent. 


Section 6(c) of the Act authorizes the Commission 
to exempt any person, security or transaction, or 
any class or classes of persons, securities or 
transactions, from any provision of the Act or of 
any rule or regulation promulgated thereunder, if 
and to the extent such exemption is necessary or 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 16, 1981, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reasons for such request, and the issues, 
if any, of fact or law proposed to be controverted, 
or he may request that he be notified if the Com- 
mission shall order a hearing thereon. Any such 
communication should be addressed Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicant at the 
address stated above. Proof of such service (by 
affidavit, or in case of an attorney-at-law, by certif- 
icate) shall be filed contemporaneously with the 
request. As provided by Rule O-5 of the Rules 
and Regulations promulgated under the Act, an or- 
der disposing of the application herein will be is- 
sued as of course following said date unless the 
Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Per- 
sons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any no- 
tices and orders issued in this matter, including 
the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 12000/October 22, 1981 


In the Matter of 


FIDELITY FUND, INC., FIDELITY PURITAN 
FUND, INC., FIDELITY TREND FUND, INC., 
FIDELITY EQUITY-INCOME FUND, INC., 
FIDELITY CONTRAFUND, INC., FIDELITY 
CONGRESS STREET FUND, INC., FIDELITY 
MAGELLAN FUND, INC., FIDELITY DESTINY 
FUND, INC., FIDELITY CORPORATE BOND 
FUND, INC., FIDELITY DAILY INCOME 
TRUST, FIDELITY THRIFT TRUST, FIDELITY 
LIMITED TERM MUNICIPALS, FIDELITY 
EXCHANGE FUND, FIDELITY MUNICIPAL 
BOND FUND, INC., FIDELITY HIGH INCOME 
FUND, FIDELITY HIGH YIELD MUNICIPALS 
FIDELITY ASSET INVESTMENT TRUST, 
FIDELITY MONEY MARKET TRUST, FIDELITY 
GOVERNMENT SECURITIES FUND, LTD., 
FIDELITY CASH RESERVES, FIDELITY 
TAX-EXEMPT MONEY MARKET TRUST, 
FIDELITY TRIAD FUND, INC., 
FIDELITY QUALIFIED DIVIDEND FUND, 
FIDELITY SELECT PORTFOLIOS AND 
FIDELITY READY CASH FUND 


82 Devonshire Street 
Boston, Massachusetts 02109 


(812-4834) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER OF THE COMMISSION PURSUANT TO 
SECTION 6(c) OF THE INVESTMENT COMPANY 
ACT OF 1940 EXEMPTING APPLICANTS FROM 
SECTION 2(a)(19) OF THE ACT AND PURSU- 
ANT TO SECTION 10(f) OF THE ACT EX- 
EMPTING CERTAIN TRANSACTIONS FROM 
THE PROVISIONS OF SECTION 10(f) OF THE 
ACT. 


NOTICE IS HEREBY GIVEN that Fidelity Fund, 
Inc., Fidelity Puritan Fund, Inc., Fidelity Trend 
Fund, Inc., Fidelity Equity-Income Fund, Inc., Fi- 
delity Contrafund, Inc., Fidelity Congress Street 
Fund, Inc., Fidelity Magellan Fund, Inc., Fidelity 
Destiny Fund, Inc., Fidelity Corporate Bond Fund, 
Inc., Fidelity Daily Income Trust, Fidelity Thrift 
Trust, Fidelity Limited Term Municipals, Fidelity 
Exchange Fund, Fidelity Municipal Bond Fund, 
Inc., Fidelity High Income Fund, Fidelity High Yield 
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Municipals, Fidelity Asset Investment Trust, Fideli- 
ty Money Market Trust, Fidelity Government Secu- 
rities Fund, Ltd., Fidelity Cash Reserves, Fidelity 
Tax-Exempt Money Market Trust, Fidelity Triad 
Fund, Inc., Fidelity Qualified Dividend Fund, Fidel- 
ity Select Portfolios and Fidelity Ready Cash Fund 
(collectively Applicants’), each of which is regis- 
tered under the Investment Company Act of 1940 
(the “Act’”) as an open-end, management invest- 
ment company, filed an application on March 6, 
1981, and an amendment thereto on August 25, 
1981, pursuant to Section 6(c) of the Act for an or- 
der of the Commission declaring that Mr. Walter E. 
Hanson, a proposed director, trustee, or general 
partner of Applicants and other funds that may be 
established in the future as part of the Fidelity 
Group of Mutual Funds shall not be deemed to be 
an “interested person’, within the meaning of Sec- 
tion 2(a)(19) of the Act, of Applicants, each of 
which has entered into an Advisory and Service 
Contract with their investment adviser, Fidelity 
Management and Research Company (‘Fidelity’), 
solely because of his position as a director of INA 
Corporation, and pursuant to Section 10(f) of the 
Act exempting Applicants from the provisions of 
Section 10(f) so as to permit Applicants to pur- 
chase securities in public offerings in which Paine 
Webber, Incorporated (‘Paine Webber’’) or a 
Paine Webber subsidiary, which may be deemed 
to be affiliated persons of Mr. Hanson, participates 
as a principal underwriter. All interested persons 
are referred to the application on file with the 
Commission for a statement of the representations 
made therein, which are summarized below. 


Applicants state that Mr. Hanson is in the process 
of being chosen as a non-interested director, trust- 
ee, or general partner of Applicants. However, be- 
cause of the facts set forth below, Applicants state 
that they deem it appropriate to seek an order un- 
der the Act to determine Mr. Hanson's status as a 
non-interested director, trustee, or general part- 
ner. Applicants state that Mr. Hanson is a certified 
public accountant in the State of New York and in 
a number of other states. Applicants also state 
that Mr. Hanson currently serves as a member of 
the Boards of Directors of A.M. International, Inc., 
Chesebrough-Ponds Inc., Northeast Energy Cor- 
poration, and INA Corporation. Applicants state 
that they desire that Mr. Hanson be a member of 
their Boards of Directors, Trustees, or General 
Partners because he is a person of recognized in- 
tegrity, judgment, independence and competence 
in the business world. 


Volume 23, No. 16, November 3, 1981 


Applicants state that INA Corporation is a holding 
and management company and as such either di- 
rectly or indirectly owns ail of the outstanding 
voting securities of INA Security Corporation (“INA 
Security’), and Horace Mann Investors, Inc. 
(“Horace Mann’), which are each registered bro- 
kers or dealers (collectively the ‘“Brokers’”) under 
the Securities Exchange Act of 1934 (‘1934 Act’), 
and Standard Life Insurance Company of Indiana 
(“Standard Life”). Applicants state that INA Secu- 
rity acts as the principal distributor of the variable 
annuity contracts issued by Life Insurance Com- 
pany of North America (“LINA’”), a wholly-owned 
subsidiary of INA Financial Corporation (“INA Fi- 
nancial’), which in turn is a wholly-owned subsidi- 
ary of INA Corporation. In addition, Applicants 
state that INA Security acts as the principal distrib- 
utor of shares of the INA High Yield Fund, a 
mutual fund managed by INA Capital Management 
Corporation (“INA Capital Management’), which is 
also a wholly-owned subsidiary of INA Corpora- 
tion. 


Applicants state that INA Security has also en- 
tered into dealer contracts with various investment 
companies such as the Dreyfus Group and 
Oppenheimer Funds. In this regard, Applicants 
state that INA Security had such an arrangement 
with various Fidelity Group Funds including Fideli- 
ty Corporate Bond Fund, Fidelity Equity Income 
Fund, Fidelity Fund and Fidelity Trend Fund until 
June 19, 1979, when these funds became no-load 
funds. There have been no sales effected on be- 
half of the Fidelity Group Funds through INA Secu- 
rity since June, 1979, although the dealer agree- 
ments are still in effect. Applicants state that 
selling activity will not be renewed pursuant to 
these agreements. 


‘ Applicants state that Horace Mann is the sole dis- 


tributor of the variable annuity contracts issued by 
Horace Mann Life Insurance Company, which is a 
wholly-owned subisdiary of LINA. Horace Mann is 
also the sole distributor of shares issued by the 
Horace Mann Fund, Inc., which is a mutual fund 
managed by INA Capital Management. Horace 
Mann also provides limited management services 
to this fund. Applicants state that they wili not ef- 
fect any brokerage by or through INA Security, or 
Horace Mann. 


Applicants further state that Standard Life has a 
wholly-owned subsidiary named All Funds Man- 
agement Corporation (“All Funds’), which is a reg- 
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istered broker/dealer under the 1934 Act. All 
Funds is engaged only in acting as an agent for 
split dollar Keough Plans. As an agent, its sole 
functions are to receive payments for each plan 
account, to pay a portion of the receipts over to 
Standard Life with respect to insurance portions of 
the plans and to apply the balance to the purchase 
of shares of a non-affiliated mutual fund. Appli- 
cants state that, therefore, although All Funds is 
registered as a broker/dealer under the 1934 Act, 
it is not engaged in any broker/dealer activities. 


Applicants state that INA Corporation, through 
wholly-owned subsidiaries, owns 20.3% of the 
common stock of Paine Webber (based on the 
number of shares outstanding as June 1, 1981. 
Together, the common stock and the shares of 
voting 7%2% Series D Convertible Preferred Stock 
owned by INA Corporation, give it a 21.6% interest 
in the voting stock of Paine Webber, and make it 
the largest single stockholder. Applicants state 
that Paine Webber has subsidiaries which are 
both investment bankers and registered 
broker/dealers, including Paine, Webber, Jackson 
& Curtis Incorporated and Blyth Eastman Paine 
Webber Incorporated. Applicants state that INA 
Corporation is itself neither a broker nor dealer 
registered under the 1934 Act. 


Applicants state that INA Corporation also holds, 
through its subsidiary, INA International Holdings, 
Ltd., a 5% interest in the voting stock of 
Campagnie Financiere de Suez (“Suez”) which, in 
turn, owns 5.87% of the common stock of Paine 
Webber. Applicants state that INA Corporation has 
only one director on the Suez board, and there are 
no other arrangements between INA Corporation 
and Suez which vest additional control of the man- 
agement or policies of Suez in INA Corporation. 
Applicants state that in the Schedule 13D filed 
with the Commission, INA Corporation disclaimed, 
and continues to disclaim, beneficial ownership of 
the stock of Paine Webber held by Suez and/or its 
subsidiaries, and furthermore has stated that its 
direct ownership of 21.6% of voting stock of Paine 
Webber is for investment purposes only and not 
for the purpose of control. 


Applicants state that under its Stock Retention and 
Registration Agreement dated December 21, 
1979, with Paine Webber and Suez, INA Corpora- 
tion is prohibited from becoming the owner, either 
directly or indirectly, by conversion of preferred 
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stock or otherwise, of more than 25% of the voting 
stock of Paine Webber, as long as it holds 5% or 
more of the Common Stock of Paine Webber. 


Applicants state that INA Corporation has only one 
director on Paine Webber’s Board of 21, and there 
is no agreement which would vest in the INA direc- 
tor greater power than his single vote confers. Ap- 
plicants state that furthermore the non-voting 
7%2% Series C Convertible Preferred Stock issued 
by Paine Webber and held by INA Corporation 
through its subsidiaries does not confer on INA 
Corporation any further influence over Paine 
Webber. Applicants state that contractual relations 
between the two companies and their respective 
subsidiaries reflect only arms-length transactions 
and business relations and do not confer on INA 
Corporation any additional control of the policies 
or management of Paine Webber. 


Applicants state that of all commission income 
generated by Paine Webber for the fiscal year 
ended September 30, 1980, only .078% was de- 
rived from business from Applicants. Even if non- 
applicant business is considered as well, Fidelity 
was the source of only .15% of Paine Webber's 
commission income for the same period. Appli- 
cants state that this volume of business is de min- 
imus with respect to Paine Webber. 


Applicants state that INA Corporation is an “affili- 
ated person” and Mr. Hanson is an “affiliated per- 
son” of “an affiliated person” within the meaning 
of Section 2(a)(3) of the Act of the Brokers. INA 
Corporation is an ‘affiliated person” of Paine 
Webber and hence an “affiliated person’ of an 
“affiliated person” of the registered broker/dealers 
and investment banker subsidiaries of Paine 
Webber. Thus, Mr. Hanson may be considered an 
“affiliated person” of an “affiliated person” of an 
“affiliated person” of these subsidiaries within the 
meaning of Section 2(a)(3) of the Act. The same is 
true of Mr. Hanson's relationship to Applicants. 


Section 2(a)(19)(A)(iii) of the Act defines an “inter- 
ested person,” when used with respect to an in- 
vestment company to include, “.. .any interested 
person of any investment adviser or principal un- 
derwriter for such company.” Section 2(a)(29) of 
the Act defines ‘principal underwriter” as “any un- 
derwriter who as principal purchases from such 
[investment] company, or pursuant to contract has 
the right (whether absolute or conditional) from 
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time to time to purchase from such company, any 
such security for distribution, or who as agent for 
such company sells or has the right to sell any 
such security to a dealer or to the public or both, 
but does not include a dealer who purchases from 
such company through a principal underwriter act- 
ing as agent for such company.” An “interested 
person” of an investment adviser or principal un- 
derwriter is defined in Sections 2(a)(19)(B)(i) and 
(iii) of the Act to include: “. . .any affiliated person 
of such investment adviser or principal underwriter 
[or] .. .any person who knowingly has any direct 
or indirect beneficial interest in, or who is desig- 
nated as trustee, executor, or guardian of any le- 
gal interest in, any security issued either by an in- 
vestment adviser or principal underwriter or by a 
controlling person of such investment adviser or 
principal underwriter...” Further, Sections 
2(a)(19)(A)(v) and 2(a)(19)(B)(v) of the Act define 
the term “interested person,” when used with re- 
spect to an investment company, its investment 
adviser, and its principal underwriter to include 
“any broker or dealer registered under the Securi- 
ties Exchange Act of 1934 or any affiliated person 
of such broker or dealer.” 


Applicants allege that Mr. Hanson will not be an 
“interested person” of Applicants of which he is a 
director, Fidelity or the principal underwriter for 
Applicants because he himself does not directly or 
indirectly own, control or hold with power to vote 5 
per centum or more of the outstanding voting se- 
curities of Applicants, Fidelity, the principal under- 
writer of Applicants, or any registered broker/ 
dealers nor does Mr. Hanson have any direct or 
indirect beneficial interest in the Funds, Fidelity or 
the principal underwriter of Applicants. Moreover, 
Applicants state the Mr. Hanson is neither a broker 
nor a dealer registered under the 1934 Act nor an 
investment adviser of Applicants or Fidelity nor a 
principal underwriter of Applicants. Further, Appli- 
cants argue that Mr. Hanson will not be a director 
of: (i) a broker/dealer registered under the 1934 
Act; (ii) an investment adviser of Applicants; or (iii) 
a principal underwriter. Applicants contend that 
Mr. Hanson is neither controlled by or under com- 
mon control with the Brokers or the registered 
broker/dealer subsidiaries of Paine Webber, All 
Funds or any investment adviser or principal un- 
derwriter of Applicants; nor is Mr. Hanson 
controlling the Brokers, the registered 
broker/dealer subsidiaries of Paine Webber, All 
Funds or any investment adviser or principal un- 
derwriter of Applicants. Applicants further state 
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that INA Corporation, on whose board of directors 
Mr. Hanson serves, is an “affiliated person” of an 
investment adviser (other than Fidelity) as defined 
in Section 2(a)(29) of the Act, through its owner- 
ship, directly or indirectly, of 100% of the out- 
standing voting securities of INA Captal Manage- 
ment. 


Applicants state that arguably intermediate entities 
should be disregarded for purposes of determining 
whether a person is an “affiliated person” of an 
“affiliated person.” Although Applicants do not 
necessarily agree with such an interpretation, Ap- 
plicants assert that such an argument is not appli- 
cable to Mr. Hanson in any event because INA 
Corporation, the entity of which he is an “affiliated 
person” does not control Paine Webber or its 
broker/dealer subsidiaries. Applicants state that, 
as described above, INA Corporation does not 
own and is prohibited from owning more than 25% 
of the voting stock of Paine Webber and therefore 
must be presumed not to control Paine Webber. 


Applicants argue that the fact that Mr. Hanson is a 
director of INA Corporation should not result in his 
being an ‘interested person” of Applicants of 
which he is a director, Fidelity or the principal un- 
derwriter for Applicants. Applicants state that in 
his capacity as a director of INA Corporation, he 
would not be a director of a broker/dealer regis- 
tered under the 1934 Act, investment adviser or 
principal underwriter; he would merely be a direc- 
tor of an “affiliated person” of an “affiliated per- 
son” of two broker/dealers registered under the 
1934 Act (INA Security and Horace Mann), and an 
“affiliated person” of ar “affiliated person” of the 
investment bankers and regisiered broker/dealer 
subsidiaries of Paine Webber and of All Funds. 
Applicants state that Mr. Hanson’s activities re- 
specting INA Corporation will be solely those of a 
director of INA Corporation. 


Section 10(f) of the Act prohibits a registered in- 
vestment company “from knowingly purchas[ing] 
... during the existence of any underwriting or 
selling syndicate, any security a principal under- 


writer of which is a. . .person of which 
any. . .director [of the registered investment 
company]. . .is an affiliated person.’ Section 10(f) 
of the Act further provides that the Commission by 
rules or regulations upon its own motion, or by or- 
der upon application may conditionally or uncondi- 
tionally, exempt any transaction or classes of 
transactions from the restrictions contained there- 


SEC DOCKET/1303 








in to the extent such exemption is consistent with 
the protection of investors. Applicants contend 
that for the reasons stated above Mr. Hanson 
should not be considered an affiliated person of 
the Brokers and/or the registered broker/dealer 
subsidiaries of Paine Webber for purposes of Sec- 
tion 10(f) and there should be an affirmative find- 
ing to that effect in order to permit Applicants to 
continue to purchase securities of which each Bro- 
ker, Paine Webber and its registered broker/dealer 
subsidiaries is a principal underwriter. 


Applicants state that they agree that, as a condi- 
tion to granting their requested Commission order, 
Mr. Hanson will not vote on any matters relating to 
the allocation of any portfolio brokerage by Appli- 
cants or the selection of dealers with which Appli- 
cants effect portfolio transactions as _ principal 
(including, but not limited to, transactions to which 
Sections 10(f) or 17(a) of the Act or Rules 10f-3 or 
17e-1 are applicable), or to any other matter 
involving any relationship between Applicants and 
the Brokers or the broker/dealer subsidiaries of 
Paine Webber; provided, however, that for the pur- 
pose of determining the number of votes of inter- 
ested as well as non-interested directors required 
to take action on any such matter, Mr. Hanson will 
be counted as a director in determining the total 
number of directors and will be counted as a non- 
interested director in determining the total number 
of non-interested directors. 


The Commission is authorized by Section 6(c) of 
the Act to exempt, inter alia, “any person, securi- 
ty, or transaction or “any class or classes of per- 
sons, securities, or transactions” from any provi- 
sion of the Act or rule thereunder, “if and to the 
extent that such exemption is necessary or appro- 
priate in the public interest and consistent with the 
protection of investors and the purposes fairly in- 
tended by the policy and provisions of the Act.” 
For the reasons stated above, Applicants submit 
that granting of its requested Commission order is 
appropriate and in the public interest. Further- 
more, Applicants submit that the facts, issues and 
arguments on which this request for a Commission 
order is based will be substantially the same for 
Mr. Hanson's participation as a director, trustee or 
general partner, as the case may be, of funds to 
be established in the future as part of the Fidelity 
Group of Mutual Funds and that it is desirable and 
appropriate to permit such future activities without 
the necessity of applying for an amended order. 
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NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 16, 1981, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reasons for such request, and the issues, 
if any, of fact or law proposed to be controverted, 
or he may request that he be notified if the Com- 
mission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, 
Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicants at 
the address stated above. Proof of such service 
(by affidavit, or in the case of an attorney-at-law by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an or- 
der disposing of the application herein will be is- 
sued as of course following said date unless the 
Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Per- 
sons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any no- 
tices and orders issued in this matter, including 
the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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LITIGATION 





Litigation Release No. 9471/October 16, 1981 


Securities and Exchange Commission v. Aaron M. 
Binder [U.S.D.C., C.D. Cal., Civil Action No. 
81-—5209-LEW(Mk)] 


Michael J. Stewart, Administrator of the Los An- 
geles Regional Office, announced that on October 
8, 1981, the Honorable Laughlin E. Waters issued 
an Order of Permanent Injunction against Aaron 
M. Binder (“Binder”) enjoining from further viola- 
tions of the anti-fraud provisions of the federal se- 
curities laws. Binder was charged in the Commis- 
sion’s Complaint, filed on October 6, 1981, with 
violations of Section 17(a) of the Securities Act of 
1933 and Section 10(b) of the Securities Ex- 
change Act of 1934 and Rule 10b—5 thereunder. 


The Complaint alleged that Binder sold 25,000 
shares of The All American Burger, Inc. (‘‘All 
American’) common stock while he was in pos- 
session of material, non-public information. Ac- 
cording to the Complaint, Binder did not disclose 
that an arbitration award in the amount of 
$157,000 had been granted against All American 
in a franchise dispute between the company and 
one of its franchises. Binder was the founder and, 
from 1968 until January 1980, the president, and, 
from 1968 until March 30, 1981, a member of the 
Board of Directors of All American. 


Binder, without admitting or denying the allega- 
tions in the Complaint, consented to the entry of 
the permanent injunction. 





Litigation Release No. 9472/October 19, 1981 


Securities and Exchange Commission v. Comput- 
er Communications Inc., et al. 


United States District Court for the District of Co- 
lumbia, Civil Action No. 81-2490 
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The Securities and Exchange Commission (“‘Com- 
mission”) today announced the filing and settle- 
ment of a civil injunctive action in the United 
States District Court for the District of Columbia 
against Computer Communications, Inc. (“CCI”), 
a producer of data communications processing 
systems located in Torrance, California, and six of 
its current and former executive officers. The indi- 
viduals named in the action are Raymond E. High, 
CCl’s president and board chairman; Carlton E. 
Vanderbeek, CCl’s executive vice-president; Ervin 
K. Dorff, CCl’s senior vice-president; Ronald 
Trepp, formerly CCl’s vice-president in charge of 
marketing; and Eugene M. Guffan, CCI’s treasurer 
and secretary. 


The Commission’s Complaint alleges that, in con- 
nection with a public offering of CCl’s common 
stock under which the company raised more than 
$3.5 million in July, 1978, the defendant officers 
falsified CCl’s financial statements by prematurely 
recording revenue and income relating to transac- 
tions which were not yet consummated. By reason 
of the alleged improper accounting practices, the 
prospectus provided to investors in the public of- 
fering overstated CCl’s revenue and income by 
material amounts. The Complaint alleges that the 
prospectus also misrepresented or failed to dis- 
close material facts concerning CCI’s business op- 
erations. 


The Complaint further alleges that the defendant 
officers continued to employ improper accounting 
practices subsequent to the public offering, there- 
by inflating the revenue and income disclosed by 
CCI in annual and periodic reports to the Commis- 
sion in 1978 and 1979. In connection with the 
preparation of such reports, the defendant officers 
are alleged to have falsified corporate records and 
misrepresented material facts to the independent 
accounts who examined CCl’s financial state- 
ments. 


Without admitting or denying the allegations of the 
Complaint, CCl and the defendant officers con- 
sented to the entry of a Final Judgment and Order 
Under which they were permanently enjoined from 
violating antifraud, reporting, and recordkeeping 
provisions of the federal securities laws. The de- 
fendant officers were further enjoined from 
violating Commission rules which prohibit the falsi- 
fication of corporate records and the misrepresen- 
tation of material facts to the independent ac- 
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countants who examine corporate financial 
statements. The Court also ordered CCl to estab- 
lish an audit committee of its Board of Directors to 
monitor the corporation’s accounting practices. 


Since November, 1980, CCl has been operating 
under the provisions of Chapter XI of the Federal 
Bankruptcy Act. CCl recently announced that it 
had reached an agreement in principle to sell a 
controlling interest in the corporation to a private 
investment firm. 





Litigation Release No. 9473/October 20, 1981 


U.S. SECURITIES AND EXCHANGE COMMIS- 
SION v. BANKERS INTERCONTINENTAL IN- 
VESTMENT CO. LTD. et al. 


(S.D. Fla., Civil Action No. 65-24-CIV-EPS) 


Jule B. Greene, Regional Administrator, Atlanta 
Regional Office, and Charles C. Harper, Associate 
Regional Administrator, Miami Branch Office an- 
nounced that on September 30, 1981 the Honora- 
ble Eugene P. Spellman, United States District 
Judge, Southern District of Florida, at Miami, en- 
tered an order denying a motion by Arnold Mahler 
to vacate and set aside a permanent injunction en- 
tered against him. The Court found that Mahler 
had failed to offer any evidence that there was no 
danger of future violations of the securities laws 
and further found that the prospective application 
of the injunction was still necessary. The court 
concluded that Mahler would have a difficult time 
showing any oppressive effects of the injunction 
considering the fact that he is presently incarcer- 
ated. 


On January 13, 1965 the Commission initiated an 
injunctive action against Bankers Intercontinental 
Investment Co., Ltd. and twenty-two other defend- 
ants incuding Arnold Mahler. On June 1, 1965, a 
permanent injunction, based on his consent, was 
entered against Mahler. He was enjoined from 
violating Sections 5(a), 5(c) and 17(a) of the Secu- 
rities Act of 1933 and Section 10(b) of the Securi- 


ties Exchange Act of 1934 and Rule 10b—5 there- 
under. 
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Mahler filed his motion to vacate and set aside the 
permanent injunction on May 11, 1981. 





Litigation Release No. 9474/October 20, 1981 


United States of America v. Michael Sutton Wolfe 


(N.D. Calif., Criminal Action No. CR81-0353 
(MHP) 


Rodney Hamblin, the United States Attorney for 
the Northern District of California, and Bobby C. 
Lawyer, Associate Regional Administrator of the 
Commission’s San Francisco Branch Office, an- 
nounced that on October 5, 1981, Michael Sutton 
Wolfe pleaded guilty to a charge of mail fraud in vi- 
olation of Title 18, United States Code, Section 
1341, contained in a one-count information which 
had been filed against him on September 23, 
1981, in the United States District Court in San 
Francisco. Wolfe, a resident of Napa, California, 
was an account executive and Branch Manager of 
the Vallejo, California branch office of a brokerage 
firm at the time of the events alleged in the infor- 
mation. From at least September 1976 through 
October 1978, the information alleges, Wolfe en- 
gaged in a scheme to defraud by selling securities 
from clients’ accounts and diverting the proceeds 
to his own use. He is accused of using the mails to 
carry out the fraudulent conduct. Sentencing is 
scheduled for November 9, 1981. 


The criminal proceeding is based in material part 
on the facts underlying an administrative proceed- 
ing instituted by the Commission against Wolfe on 
April 7, 1980. In the administrative proceeding, 
Wolfe was accused of violating Section 17(a) of 
the Securities act of 1933 and Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 
thereunder. Without admitting or denying the sub- 
stantive allegations involved in the administrative 
proceeding, Wolfe submitted an offer of settlement 
which the Commission accepted, thus disposing of 
that proceeding in July 1980. Pursuant to the set- 
tlement, findings of violations were made and 
Wolfe was barred from being associated with any 
broker or dealer, investment company, investment 
adviser or municipal securities dealer. For further 
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details as to the administrative proceeding, see 
Securities Exchange Act uf 1934 Release Nos. 
16733/April 9, 1980 and 17025/July 30, 1980. 





Litigation Release No. 9475/October 20, 1981 


SECURITIES AND EXCHANGE COMMISSION v. 
MILAN R. AYERS (United States Court for the Dis- 
trict of Montana, Civil Action No. CV-81-114—GF) 


Jack H. Bookey, Administrator for the Seattle Re- 
gional Office of the Securities and Exchange Com- 
mission, announced that on August 31, 1981 a 
complaint was filed in the United States District 
Court for the District of Montana at Great Falls 
against Milan R. Ayers, of Shelby, Montana. The 
complaint charges Ayers with violating Sections 
5(a), 5(c) and 17(a) of the Securities Act of 1933, 
Section 10(b) of the Securities Exchange Act of 
1934, and Rule 10b—-5 thereunder, in the offer, 
sale and repurchase of fractional undivided work- 
ing interests in oil and gas leases. 


The complaint alleges that since 1972 Ayers has 
acquired oil and gas leases and interests in such 
leases on about 150,000 acres of land in Pondera 
and Toole Counties, Montana, on which he has 
drilled wells in search of gas; that he has financed 
lease acquisition and well drilling by the offer and 
sale of promissory notes, fractional undivided 
working interests, overriding royalty interests and 
assessments; that such securities were offered 
and sold without a registration statement having 
been filed or become effective as to any of the se- 
curities; and that in the offer and sale of such 
securities—(a) Ayers represented to investors that 
he would give them assignments of working inter- 
est and standard operating agreements, when in 
fact he did not intend to do so; (b) Ayers repre- 
sented to investors that he would diligently devel- 
op the various drilling prospects, when in fact he 
did not have the requisite working capital; (c) 
Ayers represented to investors that he would 
maintain detailed and accurate records of his op- 
eration, when in fact he did not intend to do so; (d) 
Ayers made false and misleading representations 
as to gas reserves, success in drilling for gas, and 
other matters; and (e) Ayers intended to and did 
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misapply funds received from investors to pur- 
poses other than those for which the funds were 
received. 


The complaint further alleges that in 1980 Ayers 
solicited his working interest investors to sell their 
interests back to him, in connection with which he 
made false and misleading representations as to 
the value of the interests. 


The complaint seeks to enjoin Ayers against fur- 
ther violations of the registration and antifraud pro- 
visions of the federal securities laws, and in addi- 
tion seeks to require Ayers to render an 
accounting to his working interest investors, make 
other disclosures, and offer rescission of their in- 
vestments to those investors desiring rescission. 





Litigation Release No. 9476/October 20, 1981 


United States v. Cathryn Wencke (S.D. Cal. 
CR-81-483) 


The Securities and Exchange Commission an- 
nounced that on September 28, 1981, United 
States District Judge Howard Turrentine in San 
Diego, California, sentenced Cathryn Wencke of 
Rancho Santa Fe, California, to a prison term of 
one year and a day on her conviction of perjury. 
She was also placed on three years’ probation on 
her conviction of a second count of perjury. 


A jury convicted Mrs. Wencke on two counts of 
perjury on August 12, 1981. The conviction 
stemmed from Mrs. Wencke’s testimony in 1979 
and 1980 in the enforcement actions brought by 
the Commission, SEC v. Bookkeepers, Ltd., et al., 
and SEC v. Wencke, et al. 


Mrs. Wencke is the wife of fugitive financier Walter 
Wencke. Wencke was convicted earlier of mail 
fraud and making false statements to the Commis- 
sion and was sentenced to five years in prison. Af- 
ter his conviction was upheld by the Ninth Circuit 
Court of Appeals, he failed to appear to begin 
serving his sentence. 
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For further information, see Litigation Release No. 
9433, August 31, 1981, and 9353, April 29, 1981. 





Litigation Release No. 9477/October 20, 1981 


Securities and Exchange Commission v. James 
G. E. Williams, et al. 


CIVIL ACTION NO. 
81-—C-1310 


William D. Goldsberry, Regional Administrator of 
the Chicago Regional Office, announced that a 
Complaint was filed on October 7, 1981 in the 
United States District Court for the Eastern District 
of Wisconsin seeking to permanently enjoin James 
G.E. Williams (Williams) and William C. Mortimore 
(Mortimore) from violating Section 17(a) of the Se- 
curities Act of 1933 (Securities Act) and Section 
10(b) of the Securities Exchange Act of 1934 (Ex- 
change act) and Rule 10b-—5 promulgated thereun- 
der. 


The Commission’s Complaint alleges that, be- 
tween at least December 1975 and September 
1981, Williams and Mortimore made material mis- 
representations and omitted to state material facts 
in the offer and sale of debt securities of two 
Wisconsin nonprofit corporations, Covenant Living 
Centers, Inc. and Covenant Living Centers-North, 
Inc. Williams and Mortimore, who served as offi- 
cers and directors of the Covenant corporations, 
organized those entities to develop and operate 
retirement communities in the Milwaukee, Wiscon- 
sin area. The Complaint charges Williams and 
Mortimore with material misrepresentations and 
omissions concerning, among other things, the 
use of investor proceeds, the misuse of funds 
which were to be escrowed to repay debt obliga- 
tions of the Covenant corporations, and the exist- 
ence and terms of contracts affecting Covenant 
Living Centers, Inc. 


On October 8, 1981, the Honorable Terrence 
Edwards, District Court Judge for the Eastern Dis- 
trict of Wisconsin, entered Final Judgments of Per- 
manent Injunction against Williams and Mortimore. 
The Judgments were entered pursuant to the 
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consent of the defendants in which they neither 
admitted nor denied the allegations in the Com- 
plaint. The Judgments enjoin the defendants from 
violating the anti-fraud provisions of the Securities 
Act (Section 17(a)) and the Exchange Act (Section 
10(b) and Rule 10b-5 promulgated thereunder). 





Litigation Release No. 9478/October 21, 1981 


Securities and Exchange Commission v. Joseph 
Glenski, 81 Civil 3184 (D.N.J.) 


Donald N. Malawsky, Administrator of the New 
York Regional Office of the Securities and Ex- 
change Commission, announced that an action 
was filed in the United States District Court for the 
District of New Jersey seeking a permanent in- 
junction against Joseph Glenski (‘“Glenski’) of 
Ridgewood, New Jersey, formerly employed by 
Flagship Securities, Inc., a broker-dealer regis- 
tered with the Commission, as a registered repre- 
sentative and branch manager of its East Orange, 
New Jersey office. 


The Commission’s Complaint alleges that from in 
or about February 1981 through in or about July 
1981, Glenski violated Section 17(a) of the Securi- 
ties Act of 1933 and Section 10(b) of the Securi- 
ties exchange Act of 1934 and Rule 10b—5 there- 
under by converting municipal bonds, bond 
coupons and cash, valued at approximately 
$380,754, from 13 of his customers to his own 
use. 


Simultaneously, with the filing of the Commission's 
Complaint, without admitting or denying the alle- 
gations set forth in the Complaint, Glenski con- 
sented to the entry of a Final Judgment of Perma- 
nent Injunction. 
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Litigation Release No. 9479/October 21, 1981 
S.E.C. v. Grover MacConnell, et al. 
Civil Action No. 81-2572 (D.N.J.) 


Donald N. Malawsky, Administrator of the New 
York Regional Office, today announced that a Fi- 
nal Consent Judgment of Permanent Injunction 
was on September 22, 1981 entered in the United 
States District Court for the District of New Jersey 
against Douglas Grobe (“Grobe’’) of Eden Prairie, 
Minnesota. Grobe, who consented to be enjoined 
without admitting or denying the allegations 
against him, was enjoined from violating the regis- 
tration provisions of the Securities Act of 1933 
(“Securities Act’) (Sections 5(a) and 5(c)) and the 
anti-fraud provisions of both the Securities Act 
(Section 17(a)) and the Securities Exchange Act 
of 1934 (Section 10(b) and Rule 10b—5 thereun- 
der). 


The Commission’s Complaint, filed August 12, 
1981, alleged that Grobe had not only engaged in 
an unregistered distribution of Lilac, Inc. (O-T-C) 
(“Lilac”) common stock in March, 1980, but also 
had induced others to purchase or sell Lilac 
shares through selective dissemination of material 
inside information about a prospective Lilac merg- 
er and through materially misleading statements 
about Lilac and the market for its securities. The 
Complaint alleged that Grobe, together with a co- 
defendant, had created an apparent active trading 
market for Lilac shares in order to fulfill a condition 
precedent to the prospective merger. Lilac is now 
known as Shalako, Inc. 


The civil injunctive action remains pending against 
three co-defendants. (see LR-9419) 
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Litigation Release No. 9480/October 22, 1981 


SECURITIES AND EXCHANGE COMMISSION V. 
UNITED FINANCIAL OPERATIONS, INC., ET AL. 
(United States District Court for the District of Col- 
orado, Civil Action No. 80-F-1771) 


Jack H. Bookey, Administrator of the Seattle Re- 
gional Office of the Securities and Exchange Com- 
mission, announced that a settlement has been 
reached with one of the defendants in SEC v. 
United Financial Operations, Inc., et al. (“UFO”). 
(United States District Court for the District of Col- 
orado, Civil Action No. 80-F-1771). Defendant 
Stanley R. Drizin (“Drizin’”) has submitted to an 
undertaking order by Judge Sherman G. Finesilver 
on September 28, 1981 to refrain from future vio- 
lations of the registration and anti-fraud provisions 
of the federal securities laws. Drizin has agreed 
further to pay $100,000 into court to be applied to 
any civil judgments against him as a result of ac- 
tivities described in the complaint. If no suits for 
such judgments are pending within two years of 
the undertaking, the $100,000 will be disbursed to 
investors or for the benefit of investors in a man- 
ner approved by the court. 


Six of the other nine defendants in the injunctive 
action have already consented to permanent in- 
junctions, but no settlement as to ancillary relief 
has been reached with any defendant except 
Drizin. The case involves a research and develop- 
ment program sponsored by UFO that marketed 
limited partnership interests in the Allen methanol 
production process and offered substantial tax 
benefits. 


See Litigation Release No. 9270 of January 8, 
1981. 
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